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Implications of Declining Prices 


I. Economic Problems 


RICES and price trends today are as much a 

commonplace in discussions over the breakfast 
table as in cabinet meetings and the halls of Congress. 
Consumers rightly or wrongly believe that many 
commodities are priced too high and refrain from 
purchases in the conviction or hope that very shortly 
their dollars will buy more. The labor press pursues 
the joint course of demanding lower prices for the 
goods and services its membership buys at the same 
time that it pleads vigorously for higher prices for the 
labor services its membership sells. Industry, too, has 
grown highly price conscious and the mechanics of 
price determination are intensively explored within 
individual business enterprises and, on a_ broader 
basis, at trade meetings, business forums and other 
gatherings. 


A SIMPLE MATTER? 


An implied acceptance or outright endorsement of 
the desirability of a lower price level underlies much 
of this discussion. In some instances, emphasis is 
placed upon orderly price reductions; in others, upon 
the restoration of better balance among the major 
components of the general price level. Common, how- 
ever, to all is the belief that whatever the initial ori- 
gin of price correction or its incidence upon the vari- 
ous factors of production, the end result is socially 
desirable, for both the short run as well as the long 
term. In much of the current discussion, it is also 
stated or implied that the power to lower prices re- 
sides primarily with business managers; that their 
price decisions have been a major factor in the rise 
of prices after decontrol and, finally, that individual 
or collective reduction of so-called “administered” 
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prices is necessary or sufficient to bring about the 
desired result. 

A detailed analysis of the factors which touched off 
the upsurge in prices during the first quarter of 1947 
is developed in the closing half of this commentary. 
The initial half, however, is set aside for consideration 
of the repercussions and consequences of a substan- 
tially lower level of prices upon the national economy. 
Wholesale prices (all commodities) were 78.5% higher 
in February, 1947, than in 1939-1941. Excluding farm 
products and foodstuffs, the rise has been slightly less 
than 50% since 1941. The cost of living index is like- 
wise slightly more than 50% above its 1939-1941 
average. 


BELOW THE TWENTIES 


Even at its prevailing level, the index of consumer 
prices is not so much above its prewar comparative as 
was the stabilized price level of the prosperous Twen- 
ties above its pre-World War I average. Actually, the 
cost of living during 1923-1929 averaged 72% higher 
than in 1914 and was never lower than 69% (in 
1929). The wholesale price index at the stabilized 
level of the Twenties was 45% above 1914 while the 
wholesale index for all commodities other than farm 
products and foodstuffs was 47% greater. These years 
were characterized by no more than the amount of 
unemployment designated as “frictional” or unavoid- 
able in the “full employment” period of World War 
II and its aftermath. Within these years the war debt 
was reduced nearly $10 billion, or fully a third; profits 
were sufficient, in turn, to induce a high rate of in- 
vestment. Our national wealth under this stabilized 
price structure rose 20% within the decade. Employ- 
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ment rose 5 million from 1923 to 1929 while total pay- 
rolls were $8.9 billion greater than in 1923. Few would 
deny that costs, prices, wages and profits were in 
more desirable balance in the earlier decade than in 
the years immediately preceding World War II.1 But 
too few even of those with adult experience with the 
prosperous Twenties base their opinions on the price 
levels of those times. They forget that this was the 
last period of full employment under free market con- 
ditions. 

The index of consumers’ prices today is about a 
fifth higher than in 1926. Excluding foodstuffs, retail 
prices now paid by consumers are only about a seventh 
higher than they were in that year. Within the con- 
sumer index, rent is at a sharply lower level than in 
1926, while fuel is virtually unchanged. (See Table 1.) 

Although the wholesale price index for all com- 
modities is about 45% higher than in 1926, the index 
of all commodities other than farm products and food 
is Just about a fourth higher than in the mid-Twen- 
ties. Of the forty-nine major groups in the all-com- 
modity wholesale index, nine are lower.” 

Another pertinent sector of this long-term price com- 
parison is also worthy of mention, as it bears upon the 
highly vocal claims of labor that prices have run away 
from wages, thereby depressing living standards. As 
shown above, the cost of living index is only 21% 
higher than in 1926. Hourly earnings in manufactur- 
ing, however, have more than doubled, averaging 
$1.17 today as compared with 53 cents in 1926. Week- 
ly earnings averaged nearly $47 in February, 1947, or 
88% more than in 1926. “Real” earnings today thus 
are about a half greater than in the mid-Twenties, 
even after correction for price changes.’ 


MAJOR ECONOMIC IMPLICATIONS 


Prices today are at a turning point. To some per- 
sons, they are at their major point of inflection prior 
to a steady downward drift, orderly or disjointed, 
depending on how well industry coordinates its efforts. 
A few believe we stand at the threshold of sharply 
rising prices because of a speculative boom induced 
by governmental buying, the imminence of a new re- 
armament economy and the likelihood of substantial 
wage increases following closely upon the pattern of 


1The oft-repeated assertion that the subsequent depression of the 
Thirties was primarily attributable to lack of purchasing power or 
stemmed from the failure of wages and prices to reflect gains in pro- 
ductivity will be critically examined in subsequent Board publications. 


*Included in this group are: rayon, silk, electricity, gas, petroleum 
and products, fertilizer materials, mixed fertilizers, automobile tires 
and tubes, and crude rubber. Changes in technology and in inter- 
national price pegging characterize these groups. Thus rayon was 
still a new product with limited production in 1926. Rubber and silk 

' were pegged at high levels by international cartels. Synthetic fer- 
tilizers are now domestically produced. 


‘Hourly earnings stabilized at about 53 cents in the Twenties, after 
the post-war adjustment. Weekly earnings averaged almost $25. 
This was about 125% and 119% ,higher, respectively, than prewar. 
Today hourly earnings are 84% and weekly earnings 97% above their 
pre-World War II counterparts. 


Table 1: Change in Consumers’ Price Index, 1926 
to February, 1947 


Source: Bureau of Labor Statistics 
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settlement in the pace-making steel and automotive 
wage negotiations now reaching a head. Relatively 
little attention has been paid to the possibilities of 
stabilization of prices through the correction, for 
example, of the imbalance existing between farm 
prices and manufactured goods; or, again, through 
the emergence of a better balance between supply and 
demand, as in the case of building materials. Since 
the endorsement of organized representatives of in- 
dustry has been given to the drive toward lower 
prices as well as the blessings of government (despite 
its actions in the grain and other markets which have 
resulted in a counter movement upward) the argu- 
ment below explores solely the problems accompany- 
ing a declining price level. 


1. Impact upon National Product 


One of the pillars supporting high-level activity 
since the war’s end has been the continuation in dol- 
lar totals of an unprecedentedly high national income 
and gross national product. High dollar totals during 
the war and the accompanying high levels of savings 
were a direct product of the method of financing the 
cost of the war through debt creation. The subse- 
quent continuation of money income close to wartime 
peak was likewise a reflection of a similar inflation in 
the wage and cost structure stemming from the ear- 
lier additions to the monetary supply. 

Our national product is, in essence, a composite 
of two variables: physical volume and price. The two 
combined yield national output. Consider the impact 
of a declining price level upon national product. 

No exact measurements of the physical volume of 
our national product are available. The index of in- 
dustrial production suggests that our aggregate out- 
put of manufactured goods is not more than 5% to 
10% greater than in 1941 At best, it would appear 
that the entire national product (including commodi- 
ties and services not covered in the index of indus- 
trial production) in 1946 “was considerably lower than 
in war years” and perhaps about a fifth higher than 
in 1941, “reflecting the higher level of employment 
and the more productive utilization of the resources 
in the economy.” 

See Survey of Current Business, February, 1947, pp. 15 ff. 
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It is generally believed that we are currently oper- 
ating close to the ceiling of our productive facilities. 
Thus, the Economic Report of the President con- 
cludes that “with maximum employment in 1947, we 
should be able to increase our total output signifi- 
cantly, although limits may be imposed by shortages 
of basic materials. . . . Perhaps an over-all increase 
of 5% might be a reasonable objective for maximum 
production.” 

Against this background of maximum utilization of 
current resources, any substantial reduction in the 
price level would mean a smaller rather than larger 
national output in dollars. Thus, a reduction of the 
price level to that prevailing in 1941 would mean a 
gross national product of $151 billion and a national 
income of $129 billion. The decrease in gross national 
product would amount to 26%, a more severe drop 
than that of 20% from 1920 to 1921. (See Chart 1.) 
In dollars, the decrease would be $53 billion as against 
one of $17 billion in 1920-1921. National income 
would suffer by 25%, or approximately the same as in 
the earlier period. Dollarwise, the declines are $36 
billion and $18 billion, respectively. 

2Fconomic Report of the President,”’ January 8, 1947, p. 9. 


Chart 1: Consumers’ Price Index in Two World 
Wars for Moderate Income Families in Large 
Cities 
Source: Bureau of Labor Statistics 
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When prices tumbled after World War I, the con- 
sumers’ price index dropped 21% from its June high 
point to September, 1922. Consumers found that gen- 
erally decreasing prices did not mean that all prices 
necessarily dropped. The largest reductions in that 
period came in food prices, which declined 36%, cloth- 
ing prices, which were down 41%, and housefurnish- 
ings, which dropped 32%. Although food and cloth- 
ing cost less, the drop in housefurnishings was offset 
by an increase of 20% in rent and a rise of 10% in 
fuel, electricity and ice costs. The various services, 
personal expenditures and other items comprising 
the miscellaneous group showed no change over the 
period. 

In addition, a substantial reduction in the price 
level might touch off a whole chain of downward re- 
actions. Anticipation of lower prices may invite hand- 
to-mouth buying not only at the distributive level. 
It may also affect the commitments of purchasing 
agents in the initial stages of production, as well as 
behavior at the final stage of consumption by house- 
wives and other consuming groups. 

Even the stimulus of higher prices could contribute 
only a 2.2% rise in industrial production since decon- 
trol first emerged last summer. Whether a further 
gain of 5% in physical output at capacity levels 
would eventuate under the influence of a declining 
price level appears to be highly problematical. 

Under declining prices, a number of major indus- 
tries would find themselves caught in unpleasant 
squeezes. The railroads are at present in a situation 
where their traffic, although at a peacetime peak, 
has declined from wartime levels. Their wage struc- 
ture has sharply risen since the war. At the same 
time, replacement, maintenance of way and structure, 
as well as expansion of rolling stock, are necessary. 
Poor railroad earnings through 1946 have already un- 
derlined the fiscal stresses under which the industry 
now operates. It would seem highly unlikely under 
such circumstances, for the roads to be able to lower 
rates in correspondence with price declines in other 
areas. In such an instance, relatively rigid transpor- 
tation costs in comparison with other prices would 
cause shippers to wjthhold freight as far as possible 
or use alternative methods of transport. 

The coal mines are another case in point. Increased 
expenditures for safety devices and measures, which 
now seem likely, combined with the high wage strue- 
ture under declining prices would probably mean 
operating losses as well as a further switch to com- 
petitive fuels by consumers. 

Production of nonferrous metals, a sore point in 
the economy since the start of the war, although not 
at a level commensurate with need, has been stimu- 
lated to its present pitch by prices which make it 
possible to operate marginal and submarginal depos- 
its. Until OPA lapsed, this was mainly accom- 
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plished by government subsidy to marginal produc- 
tion. Price rises since that time accomplish substan- 
tially the same end. Drops in these prices will either 
cut production or make it necessay to call in the fed- 
eral exchequer in support. These same metals are 
also being imported, at high prices, to supplement our 
home production. 

The woolen industry would be faced by difficulties 
just as great. British Empire wools are being sup- 
ported by the combined actions of its chief wool- 
producing affiliates. At the same time, it is likely 
that our government will continue to maintain an 
artificial price for domestic wool clips, although it 
may be authorized to sell the wool at a lower figure. 
Nevertheless, the woolen industry, squeezed by the 
high cost of raw materials regardless of where it turns, 
would find it difficult to adjust the price of its goods 
if competing commodities fall to lower levels. 


2. Federal Debt and Service Charges 


The present large dollar volume of national output 
undoubtedly provides a more favorable environment 
for meeting the interest charges, if not amortizing 
the war debt of $260 billion, than would national 
product of equal physical volume at prewar price 
levels. Currently, the service charge upon this debt 
is equivalent to only 2.6% of gross national product 
and 3.0% of the national income. These fixed charges 
would rise sharply under declining price levels. 

We are currently witnessing the difficulties involved 
in any sizable reduction of the Federal Budget. Even 
at present price levels, the proposed budget for the 
coming fiscal year is equivalent to 18.3% of gross 
national product at rates prevailing in the fourth 
quarter of 1946. Assuming that as much as $5 billion 
could be lopped off by Congress, the total tax burden 
for all forms of government—national, state and local 
—still accounts for 21% of our entire national prod- 
uct. This burden would rise to oppressive levels under 
any sharp reductions in prices. Lower dollar totals 
would also mean reduced tax yields in an era of irre- 
ducible commitments of government expenditure for 
reasons of military and national security. 

Declining prices imply lower governmental reven- 
ues from both direct and indirect taxation. The cur- 
rent corporate tax rate of about 38% would produce 
fewer dollars for federal use. By the same token, per- 
sonal taxation on individual earnings from invest- 
ment would be correspondingly reduced as dividend 
distributions become less. Tax returns from nonin- 
vestors would depend on the course of employment 
and wage rate. Tax income from liquor, jewelry, etc., 
would undoubtedly be lower. 

"It may be maintained that declining price levels would mean lower 
government costs. The largest outlay is for wages and salaries which 
are notoriously “‘sticky.”’ This, coupled with the unswerving tendency 


for state social overhead to rise, should offset in good part lower 
governmental costs arising from price reductions. 


Deficit financing might become necessary in a pe- 
riod of fixed government commitments and declining 
tax yields. The present debt is about 30% greater 
than the gross national product for the first quarter 
of 1947. Further increase in debt on a lower national 
product would shake business confidence. Pumping 
more money unrelated to production into an already 
swollen money supply will, in itself, tend to prevent 
properly related price adjustments. 


3. Impact on Expansion of Capital Facilities 


There is growing evidence that stabilization of the 
economy at high levels requires further expansion of 
the nation’s tool power. In good part, the price rise 
of recent months in certain sectors has reflected the 
limitations of the 1941 production model in producing 
at 1947 consumption rates. 

The unprecedented rate of private expansion of 
capital facilities since the war’s end is indicative of 
industry’s recognition of this need. Traditionally, the 
expansion of capital facilities is most marked in peri- 
ods of stabilized or rising prices. Thus, capital invest- 
ment in manufacturing rose $5.4 billion during 1919- 
1920, fell off to $1.5 billion in 1922 and continued at 
an average rate of $2.2 billion during 1923-1929. 
Declining prices may shut off the required expansion 
of capacity needed to provide for an orderly correc- 
tion of high prices on shortage items. 


4. Correction of Price Imbalance 


The real cancer in our postwar price structure is to 
be found in the extreme price imbalance within the 
price level rather than in the general level of prices. 
A factory worker receives in exchange for his dollar 
only 39% as much farm product as he did in 1939- 
1941, or only 54% as much as in 1926. Stated another 
way, a pair of shoes was equivalent to 18 pounds of 
butter in 1939, and 16 pounds in 1941. Today it pur- 
chases only 10 pounds. 

These areas of imbalance appeared to be moving 
toward correction at the close of 1946. The rise in 
underpriced manufactured goods was being offset, in 
part, by the decline in overpriced agricultural com- 
modities.1: Many analysts believe that with agricul- 
tural prices 10% to 20% lower by the end of 1947, as 
forecast by official government agencies, the whole 
price structure would be trending downward. Esti- 

11t is fashionable in some quarters today to compare price increases 
of manufactured goods with other price trends since November, on 
the assumption that this date marked the end of decontrol. It is then 
concluded that prices of manufactured goods were the contributing 
factor toward the last round of price increases. This comparison too 
frequently overlooks the fact that manufactured goods prices in many 
instances were rigidly controlled until November (e.g., steel) and that 
the price rise after decontrol reflected earlier wage increases and rising 
costs of materials (coal, service and railroads). In the early weeks of 
1947, these increases had been largely offset through price rises and 


the general level of manufactured goods prices was approaching a 
plateau. 
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mates of the cost of living were frequently placed at 
a lower level by the year end because of this factor. 

A disorderly or forced reduction of price as com- 
pared with price reduction arising from better bal- 
anced supply-demand relationships will not necessar- 
ily correct these areas of imbalance. Should the gov- 
ernment continue its support of high farm prices or 
aid speculative movements through a repetition of its 
disorderly purchase program in the first quarter of 
1947, the spread between farm and factory prices 
would widen rather than narrow. 

Price reduction of shortage items may raise rather 
than reduce effective prices in these fields. Thus, with 
backlogs of low-priced cars greater today than at the 
war’s end, according to one estimate, cuts in list prices 
do not necessarily mean lower effective prices to con- 
sumers. Conceivably, such cuts may add to effective 
demand by bringing in new income groups. This 
would in turn stimulate additional sales of new used 
cars by those in a position to tap sources of supply or 
permit wider distributive margins of a pseudo-legal 
character. 

What form then, disregarding farm prices, might 
orderly price reductions take?! First, prices for exist- 
ing models could be reduced where costs have de- 
clined and the potentialities of a new market are to 
be explored. Another method is to return to the 
_ production of more lower-priced lines, many of which 
have disappeared and have thereby narrowed con- 
sumer choices. Third, frills and gadgets on standard 
items may be remoyved—unless the individual buyer 
chooses differently. Fourth, improvements in quality 
may be accomplished with the net result of decreasing 
prices to the consumer. 


A DESIRABLE PRICE LEVEL 


The above brief comments are offered primarily as 
indications of some of the major economic problems 
which will emerge as we move into the widening zone 
of lower prices. They are designed primarily to 
sharpen the focus of thought upon the relative level 
of price and upon a desirable price level, as com- 
pared with the quick emotional acceptance by every 
individual of the principle of lower prices for the 
things he buys. As shown below, the trend toward 
higher prices has been global. A planned drive toward 
sharp price reductions here in the face of this world 
trend may encounter many difficulties not currently 
envisioned. Subsidized foreign consumption is even 
now competing vigorously in our markets with do- 
mestic demand for articles in short supply and this 
would be intensified under further price cuts. 

In raising these questions the intent is not to en- 
dorse further price increases or to justify current 
wage-cost-profit price ratios. The weight of business 
opinion early in the year was that the sellers’ market 


1This theme is developed by Dr. Jules Backman in The Commercial 
and Financial Chronicle, April 3, 1947, p. 1. 


had ended and that the growing forces of competition 
would compel a better orientation of price and price 
relationships. This orientation arising from market 
forces differs in substance and form from compulsory 
price reduction induced by consumer and political 
opposition or by other organized pressure groups. 
Under price reductions arising from market forces, 
the basic cause of rising price is met head on through 
the adjustment of supply and demand. Prices decline, 
as they already have in many areas of soft goods, be- 
cause production is in better balance with demand 
or because alternative forms of consumption become 
available. Under compulsory price reduction this 
basic readjustment of price and production is not 
affected. Consumer and business expectations are 
clouded by the hope or fear of further price cuts. The 
trend is toward disorderly price movements rather 
than balanced price reductions. Falling prices are 
considered to connote dwindling business activity 
instead of a corrective mechanism for restoring bet- 
ter balance throughout the entire price structure.. 


REDISTRIBUTION IN DEMAND 


The demand-price relationship is operating in a 
double sense at the present time. One of its effects is 
that the abnormal relation obtaining between agri- 
cultural prices and those in other segments of the 
economy tends to weaken effective demand for the 
products of the industrial sector. Food purchases are 
not postponable nor cancellable. This makes it likely 
that a readjustment in relative prices would sustain 
the unit volume of food purchases while releasing the 
dollars saved for the consumption of other commodi- 
ties. Instead of high food prices eventually turning 
back both on the farmer and business, their lowering 
to more modest levels could conceivably strengthen 
the demand for both sorts of products. 

Shifts in demand also operate in another sphere. 
As staples flow back to market and divert the income 
stream, industries which have profited from war-born 
dislocations find it necessary to cut back. The enter- 
tainment field has already suffered diminution of 
patronage. Jewelry and toys, now that dollars have 
other places to go, find selling once again a problem. 
Furs were a well-known sufferer last year. In a simi- 
lar fashion, marginal firms in more staple lines find 
themselves in less firmly entrenched positions. Woolen 
mills which have recently curtailed operations, for 
example, have typically been of the marginal variety. 

While such realignment within the economy is in- 
evitable, it need not necessarily lead to serious re- 
sults. Other buyers appear for some of the materials 
thus freed. Released employees, vacated space and 
idle machinery may be sought by other entrepreneurs. 
But a limiting factor is confidence in the prevailing 
price level. Normal readjustments, when such confi- 
dence is lacking, may snowball into enforced price and 
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output reductions rather than result in a redistribu- 
tion of productive activity. 

Granting general price reduction all the resulting 
benefits which its proponents claim, there are cer- 
tain problems which not even such drastic price meas- 
ures could cure. Some essential materials are in such 
actual and potential short supply that they are sim- 
ply unobtainable in proper amount. Price corrections 
will not do the job.? 

This country at the present time cannot make 
enough steel and soda ash to supply its needs. The 
stresses of steel demand are well known and need not 
be repeated here. Soda ash production in 1947 is es- 
timated to fall short of requirements by 6%—enough 
to cause far greater imbalances in the products of the 
industries using it. It does not seem likely that this 
deficit can be made up in any way—increased produc- 
tion or greater imports—before 1948. Of the soda 
ash, about 40% goes to the glass and chemical indus- 
tries. The remainder is needed for the production of 
nonferrous metals, paper, soap, water softeners, tex- 
tiles and petroleum products among other goods. 


COMMODITIES IN SHORT SUPPLY 


Certain basic raw materials form another group ot 
commodities which are unavailable in necessary 
amounts under any conditions. Lead supplies will 
be 22% to 25% short of needs in 1947, and were 30% 
short in 1946. Reserves have been depleted, new dis- 
coveries have not appeared, and foreign properties 
have suffered destruction during the war. Labor dis- 
turbances also bear a share of the blame. Domestic 
and world demand is high, and it seems impossible to 
obtain sufficient lead from either source. Substitution 
of other materials for lead has occurred, although not 
in storage batteries, normally a consumer of 30% of 
the lead used in this country. 

Copper supplies are about 25% short of require- 
ments for substantially the same reasons as why lead 
is short. Since the war, our position in the world mar- 
ket has changed from that of a net exporter to a net 
importer. 

We need about 15% more tin than we have. Some 
of our metal for smelting has come from Bolivian con- 
centrates—which are of a poor quality and must be 
mixed with tin from the Far East. That section of 
the world, however, is now producing less than 20% 
of its prewar output. Every tin-consuming nation in 
the world is caught in the resulting squeeze. 

The indicated deficit of fats and oils is about 10%. 
Many important industries are affected by the short- 
age. Manufacturers of edibles, such as shortening, 
margarine, cooking and salad oils, dressings and may- 
onnaise are pinched. Soap manufacturers are affected. 

1Based upon an analysis entitled “Preliminary Report on Poten- 
tial Bottlenecks to Maximum Production,” prepared by the Office of 


Domestic Commerce for the Secretary of Commerce, published in 
Congressional Record, March 31, 1947, pp. 2997-8000. 


Paint and varnish output is restricted. Linoleum and 
oilcloth production are impaired. The major reasons 
for the fats and oils shortage are the relatively low 
domestic output in the 1946-1947 crop year and the 
necessity for shipping supplies from this country and 
from our normal import sources to European nations. 
World supplies in 1946-1947 are estimated to be 15% 
to 20% below the prewar average. 


ROLE OF ADMINISTERED PRICES 


Some analysts, in tracing the course of commodity 
prices through the 1926-1933 era, have remarked that 
administered prices (i.e., those which show least fluc- 
tuation through time; typically highly processed in- 
dustrial products) contributed toward intensifying 
the depression. It is charged that they did not 
change in relation to current income and demand 
factors, thus decreasing the ability of the economy to 
adjust to price levels which would implement the 
effectiveness of falling demand. It is maintained that 
production was restricted rather than prices lowered. 
The cogency of this analysis has been hotly con- 
tested.2 The thesis was primarily aimed at the large 
corporate sectors of the economy which were thus 
assigned a share of the “blame” for the collapse. 

Today, however, it would appear that the adminis- 
tered prices, instead of supposedly contributing to 
instability, are having precisely the opposite effect— 
since the same prices which refused to drop precipi- 
tously in 1929-1933 refused to rise as sharply as the 
rest in 1946. In a recent study scheduled for publica- 
tion in the March, 1947, Survey of Current Business, 
the Department of Commerce analyzed the course of 
prices according to the degree of “administration” for 
the period June-December, 1946. It found that ad- 
ministered prices rose 12%, “intermediate” prices rose 
22%, and nonadministered prices increased 32%. Had 
the producers of some of the typical items within the 
administered groups—farm implements, electrical 
household equipment, iron and steel products, and 
certain chemicals—raised their prices in response to 
recent demand forces, the present price structure 
would present more difficulties than it actually does. 


FARMERS’ GAINS 


Although the benefits of price and wage rises have 
been illusory in terms of tangible benefits derived in 
many sectors of the economy, this cannot be said of 
the agricultural segment. The farmers have also been 
faced by rising costs, but these appear to have been 
more than compensated for by the increase in prices 
received by farmers. Prices received by farmers (in- 
dex numbers 1935-1939=100) were at 88 in 1939, 

1This thesis is pursued in various reports of the Temporary National 


Economie Committee and the National Resources Committee, as well 
as in private studies. : 


*See, for example, the pro and con discussions in The Journal of 
Marketing, April, 1989, when the controversy was at its height. 
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while prices paid were at 97. The relationship as of : 


1946 was: prices received, 217; prices paid, 162. Most 
of the increase in prices to consumers, moreover, 
was not intercepted on its way back to the farm. 
For a given basket of food, the farmer got 53 cents 
of the consumer’s dollar in 1946, as against only 40 
cents in 1935-1939.1 Middlemen, therefore, are now 
retaining a smaller percentage of the money passing 
through their hands, although the absolute amount 


1Dr. D. Gale Johnson, of the University of Chicago, estimates that 
“in' 1989 farmers got only $5.5 billion out of consumers’ payments 
of $14.6 billion (for farm products) and $9 billion went for market- 
ing margins. By 1945 consumers were spending $23 billion a year, 
marketing agencies had increased their share to only $11 billion and 
producers harvested the remaining $12 billion.” Chicago Journal of 
Commerce, April 2, 1947. 


has increased through higher prices. Because of rising 
prices, larger production, better margins and a low- 
ered ratio of prices paid to prices received, the realized 
net income of farm operators (excluding government 
payments) has risen from $3.8 billion in 1939 to $14.9 
billion in 1946, 


FARMERS’ OUTLOOK BRIGHT 


Preliminary estimates for the first four months of 
1947 indicate that farmers are doing even better this 
year. In last year’s January-April period, farmers re- 
ceived $6.1 billion from the sale of their products, 
while in 1947 they are getting $7.5 billion—an in- 
crease of 22%. 


II. The Price Pattern: Spring, 1947 


HE consumers’ price index of the Bureau of 

Labor Statistics, on which reporting is consider- 
ably slower than for wholesale prices, dropped for the 
first time in ten months in January by .2 of an index 
point and declined another .1 of a point in February, 
because of decreases in the food component,. which 
has a weight of 42% in the index. 

Dairy products and eggs exhibited the largest de- 
clines over January. Meat prices fell moderately and 
fats and oils were fractionally lower. The greatest 
increases were in fruit, vegetable, and beverage prices. 
All the remaining nonfood items continued to rise 
through February. 

Measured against June, 1946, the last month of full 
OPA controls, the rise in the consumer price index to 
February, 1947, primarily reflects the increase in food 
prices. A distribution of the over-all rise over this 
span, according to the relative share of each group 
to the total increase, is presented in Table 2 and 
Chart 2. The total food group and virtually all of its 
components increased by larger percentages than any 
other group. When weighted for their importance in 
the total index, foods accounted for fully 70% of the 
percentage jump since the beginning of the end of 
OPA, or 13.6 points of the 19.5 point rise.1 

Major increases were in meats and dairy products, 
which accounted for 34% and 13% of higher food 
costs, respectively. Other large increases were in 
prices of beverages and fats and oils, although their 


1Caleulated by multiplying the June, 1946-February, 1947 per- 
centage increase of each group by its relative importance in the total 
of consumer purchases measured in the BLS consumers’ price index in 
June, 1946 (col. 3 in Table 1 multiplied by the relative importance 
of the groups in June, 1946). 

The resulting product for each group is then divided by the per- 
centage increase in the total index to obtain the percentage contribu- 
tion of each group to the total increase (col. 4). These percentages 
are then applied to the total point increase to determine the relative 
share of each group in points (col. 5). 


influence on the total increase was appreciably less 
because of their lesser importance in consumer out- 
lays. 

The clothing and miscellaneous groups were the 
only other items to cause a rise greater than one point 
over the June-February period. About 14% of con- 
sumption expenditures goes for clothing, and the sig- 
nificant rise in the price of textile and clothing items 
contributed almost 14% to the increase in the index. 
Prices of goods grouped under “miscellaneous” rose 
only 7%, but since they have an importance of 21% 


Table 2: Distribution of Increases in Consumers’ 
Price Index 
Source: Bureau of Labor Statistics; Computations by 
Tue ConrerRENCE BoarpD 


Consumers’ Price Index 


June, 1946-February, 1947 
(1935-39 =100) 


Share of Total Rise in 


Index Attributable to 


ach Group 
Item 
June, February. % 

1946 1947 Change | % Distri- |PointsCon- 

bution of |tributed to 

Total % |Total Point 
Increase | Increase 
of 14.6% of 19.5 
AM stems! i.e els. 133.3 152.8 14.6 100.0 19.5 
HOGG oe ml; £4006 182.3 95.2 69.9 13.6 

Cereal, bakery 

products....... 122.1 144.1 18.0 6.8 123 
Meats...........| 184.0 196.7 46 .8 33.6 6.6 
Dairy products..| 147.8 | 183.2 24.0 13.0 2.5 
RRSP eit Lae. L 169.9 15.5 2.1 4 
Fruits, vegetables} 183.5 | 191.7 4.5 3.4 a 
Beverages....... 125.4 | 182.8 45.8 3.4 Ai 
Bats: Ous.. 5.5 22. 126.4 | 201.3 59.3 4.8 9 
Sugar, sweets....}| 136.2 | 178.1 30.8 2.7 6 
Glothinpeiecin. 64.2 157.2 180.2 14.6 13.7 @7, 
Hentvneses<tiose\)§ LOBLo 108.9 A ei a! 
NIELS teras tras fies 110.5 117.5 6.3 Af 5 
Housefurnishings..| 156.1 | 179.6 15.1 3.4 oo 
Miscellaneous. .... 127.9 136.7 6.9 9.6 1.9 
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in the index their share of the total increase was 
10%. Rises over the past months in such items as 
hospital rates, automobiles, newspapers, motion pic- 
ture admissions, barber and beauty shop rates, to- 
bacco, cigars and cigarettes, laundry services and 
cleaning supplies, gasoline and motor oil account for 
the increase in the miscellaneous group. 

The slight downtrend in the first two months of 
1947 should be reversed by the time the March and 
April figures are compiled, and the food index alone 
may show an increase of several points. Data for the 
consumers’ price index is collected as of the fifteenth 
of the month. Consequently, increases in primary 
market and wholesale prices, which generally started 
at the end of January, were probably not yet reflected 
by February 15. A food rise, with no compensatory 
declines in the rent, durable goods and clothing in- 
dexes, may lift the March index of consumer prices 
to a new high. 


WHOLESALE PRICES 


The spread since June, 1946, between the indexes 
of consumers’ prices and wholesale prices is wider 
than at any time since 1941 (see Chart 3). This was 
owing initially to the lag in the transmittal of gen- 
erally rising wholesale prices to the retail level. 

Since October the spread can be attributed largely 
to movements in opposite directions of the prices of 
heavily weighted components in’ the two indexes. 
Thus, the consumers’ price index declined slightly in 
the opening months of 1947, because of decreases in 
the prices of food and farm products. (The bulge 
since late January in farm prices is not yet reflected 
in the index.) At the same time the heavily weighted 
prices of industrial raw materials and durable goods 
(metals, building materials, chemicals and hides and 
leathers) continued to push the wholesale price index 
upwards. 

While farm and food products and some industrial 
raw materials rose from their short dip, the trend of 
semi-manufactured and manufactured prices contin- 
ued upward without a break, probably because of 
their later release from price control and the interval 
of fabrication. Prices of pig iron, steel billets, tin 
plate, leather, textiles, building materials, cement, and 
home furnishings were all rising. 

Reasons for the booming farm markets may be 
traced commodity by commodity. The strength of 
wheat prices was at first attributed to a shortage of 
freight cars which was squeezing current delivery 
schedules. Later developments made it apparent that 
a large share of the cause was a squeeze in the March 
delivery position. Government purchases became siz- 
able in relation to available supplies. Hence, traders 
seeking spot or cash wheat to cover short positions 
forced prices upward. Withholdings by farmers were 
also a factor. 


Chart 2: Distribution of Point Increase in- Con- 
sumers’ Price Index, June, 1946-February, 1947 


Sources; Bureau of Labor Statistics; Computations by 
Tur ConrerENce Boarp 
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MISCELLANEOUS- 


A substantially similar although less strenuous sit- 
uation developed in oats, as they showed price 
strength and the March position was liquidated. Gov- 
ernment purchase of corn after it had bought heavily 
into the wheat supply then gave that commodity 
price impetus. Market interest in these and other 
grains, however, seemed to be increasing in the May 
position. 

GRAIN MARKETS 


Changes and upward revisions of government grain 
buying schedules for export has had a great effect on 
recent movements in grain prices—especially in view 
of the current supply situation. The statistical posi- 
tion of wheat at the beginning of this season, was as 
follows: 


Supply Million Bushels 
Productiong? osc ook uae oc ee 1,156 
Carry-OVerii crc dene eescde oie doce eee 101 

Totaliticccastc teen caa i nectnsniec ame eee 1,257 

Disappearance! 

POOR i. sa tmonntay vom dee 2 eben cee eee 525 
Heed J26s sieecotuieat aah seytenson | eee eee 180 
Seedy cc tactten he oiteie sss Otic One ee ae 87 
"Potal gi syrdainie ees a3 elo pea 792 
Balance for export and next carry-over.......... 465 


1Bureau of Agricultural Economics estimate 


The government originally planned to ship about 
267 million bushels of wheat for relief purposes, which 
included 17 million bushels from the previous crop. 
This made it likely that the reserve on July 1, 1947, 


April, 1947 


BUSINESS RECORD 97 


would be nearly 200 million bushels, or slightly below 
average. On November 29, the government announced 
that purchases or contracts for wheat and flour had 
already covered the commitment of 267 million bush- 
els. This caught the trade unprepared and a price 
drop ensued. A large crop was then forecast, and a 
few days later the Commodity Credit Corporation 
announced that it would support May wheat at $1.88. 
This was followed by revision of the wheat export 
goal from 267 million bushels to 350 million bushels 
of wheat or flour equivalent—an increase of 83 million 
bushels. The carry-over would thus be reduced to 100 
million bushels as against the normal ten-year aver- 
age carry-over of 235 million bushels. 

A bumper crop such as 1,170 million bushels in 
1947, the government’s prediction, would be needed 
to offset the heavy disappearance—and this would b2 
the fourth large crop year in succession. Should there 
be a crop failure, however, we could be in serious 
difficulty. Such failures occurred in the following 
years: 


Million Bushels 
SRP eB e wravie ol ie ave) ranste bars wich Aye Sale as cle 552 
RERUN ea aiaaie re storie ws balahidtes syle a 526 
ERSTE RM Pats (2c Sates) steaks) aisles 'o'e,s ayles awiek 6 628 
TANGERINE Sir cas cfbr norris Soaters ie ieee bin Dare ees Oie-s Vis ONE 629 


Were we to revert to even the normal crop of 740 
million bushels, the necessity to import rather than 
export wheat would confront us, since our domes- 
tic consumption has now risen to 792 million bushels. 
In the light of this situation, the National Association 
of Commodity Exchanges and Allied Trades says: 
“.. . the only reason for high prices is because we 
are probably shipping larger amounts than are safe 
for our economy.” 

The corn picture is somewhat the same. Although 
government export intentions of 20 million bushels a 
month look small against a crop of 3 billion bushels, 
the fact that about 85% of the corn crop usually 


Chart 3: Wholesale Prices and Consumers’ Price 
Index 


Source: Bureau of Labor Statistics 
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never leaves the farm alters the free supply situation 
considerably. Corn appearing in terminal markets in 
recent years was as follows: 


Million Bushels 
aU FS A Se ee EN od Rl, A ae 255 
OAS Ine CORA Ri ce Se a cae taitains, See sated ets 330 
OAS Sos roe cinder? «pie ee a5 dele aa? act eee Be 297 
DEAE a eter nnc oi2 iste alvin pha te Se cae Pater ats 257 
LOAN Fe cal Se 5 Se PR Ot at Noe aes Bee areca Ike 388 
UU ot AE ee ees Aorist AA RES, 5 Re ee 296 


Hence, the export of 100 million to 150 million or 
more bushels takes a large percentage of grains from 
terminal markets and becomes a firming influence on 
price. 

The original government plan was to ship 400 mil- 
lion bushels of all grains from July, 1946, through 
June, 1947. This goal was. reached on March 31, and 
the government early in March announced that it 
would continue buying at the rate of 56 million bush- 
els a month through the end of the season. Conse- 
quently, the season’s purchases were raised from 400 
million bushels to between 500 and 550 million bush- 
els. Thus, pressure on all grains continued to be 
exerted.t 


OTHER FARM PRICES 


The cotton market appeared to be driven by a con- 
tinuing strong mill consumption, while the available 
supply, especially in more desirable grades, was short- 
ening. An additional factor was the indication that 
new crop plantings would not reach goals set by the 
Department of Agriculture. Raw cotton exports in 
the six months through January were ahead of the 
corresponding six months a year ago despite a tighter 
supply situation. Cotton cloth exports in January, 
1947, were 87 million square yards as against a month- 
ly average of 6414 million square yards in 1946. Total 
1946 exports were about as high as the previous peak 
in 1920. 

Hog prices have moved to the unusual position of 
being higher than beef. A shortage of feed and large 
slaughterings in 1946 combined to reduce the present 
hog population and exert an upward pressure on 
prices. A significant development underlying both 
pork and beef demand is the increased per capita 
consumption of meat. Larger war incomes and fewer 
spending outlets resulted in a significant advance in 
per capita meat consumption which has tended to 
assume permanence as the general income level has 
risen. Hog and cattle production have presumably 
not increased sufficiently to ease this demand. 

Although present farm prices are exceedingly 


1A recent government summary by the Bureau of Agricultural 
Economics states: “For some products, export demand now Dromises 
to be larger than expected, and prices of those products have risen 
since mid-February following government purchases for export and 
in speculative anticipation of future export requirements. Grain 
prices in particular are higher than a month ago. The rise can be 
attributed in part to heavy purchases of corn, wheat and flour for 
export, many of which were for delivery in February and March.” 
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CHART 4: CHANGES IN WHOLESALE PRICES IN SELECTED PERIODS 
Source: Bureau of Labor Statistics 
Index Numbers, 1926=100 


ALL COMMODITIES 
OTHER THAN 


40 
1919 1920 192! 
Note: Estimate for March, 1947, based on weekly data through March 22. 


strong, the market is exhibiting a discount on distant 
futures. September, 1947, was quoted at about 50 
cents lower than March in wheat, 8 cents in corn, and 
20 cents in oats. October cotton was about 6 cents 
lower than March quotations. This spread is greater 
than normal, but is considered by some as not fully 
reflecting the possible difference of supply-demand 
relations between the old and new crops in view of 
the unusual situation existing in the balancing of 
requirements and supplies in current crops (see page 
96) and fears about a general business recession dur- 
ing the new crop season. 

While farm prices climbed after an earlier lull, 
other raw material and manufactured products have 
moved upward steadily since decontrol. This may be 
partly owing to the longer span of time in which farm 
products have been operating in a free market. The 
principal grains were decontrolled on August 20. Hogs 
and steers were decontrolled on October 15. Price 
controls on most other commodities were not finally 
removed until November 10. The increases in non- 
ferrous metals, building materials, iron and steel and 
lumber prices which followed could not be imme- 
diately reflected in prices of products requiring a 
great deal of fabrication. Consequently, the effects of 
increases in such primary materials had a delayed 
impact. Wage raises which resulted in increased in- 
direct costs of items such as fuel and transportation 
also helped increase the cost of final products. 


Price rises for some items, principally foods, were 
partly associated with withdrawal of government 
price subsidies. Others, for example lumber, reflected 
the adjustment to black market prices actually pre- 
vailing during the period of controls. 

This upward price movement was taking place in 
the face of an apparent leveling of retail sales. Some 
of the soft goods lines, particularly, were meeting with 
difficulty, especially since Easter sales were disappoint- 
ing. Price weakness in some textile items was being 
reported in March. Since early in the year, retailers’ 
conventions and retail spokesmen were seeking to 
impress upon manufacturers the need for lower prices. 


DANGER OF RISING PRICES 


Rising prices would not only increase the selling 
problem, but bring further inventory dangers. Latest 
inventory figures have indicated that the tempo of 
increase was slowed down somewhat in January, re- 
flecting a declining order situation, principally in the 
nondurable lines. Manufacturers’ inventories in that 
month increased rapidly, while shipments were stable 
and new orders rose little. The addition of new stock 
at increased prices increases the perils of a possibly 
overstocked position, which is already the case in 
individual items at retail. 

Industry’s difficulty in decreasing prices finds its 
counterpart in the government’s approach. While 
government spokesmen have emphasized the need for 
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lower prices and government analysts have pointed 
out that farm prices are out of line with other sectors, 
the government is committed to take supporting ac- 
tion whenever most farm products fall below parity. 
Free price readjustments which in the future might 
stabilize the economy at a different level will thereby 
be postponed since farm prices will then seek a 
“political” rather than “natural” height. The entire 
price structure might consequently be shored up at a 
point higher than the then current balance of in- 
come and demand would otherwise dictate. 

Although major attention is today focused on the 
soaring prices of wheat and other rising commodities, 
a few less publicized items have declined below parity 
levels and already enjoy government support. Among 
them are eggs, potatoes, nonfat dry milk, turkeys and 
soybeans. The government usually disposes of such 
commodities through export sales to foreign govern- 
ments, and uses them for relief feeding abroad, school 
lunch program, and military consumption. When 
outlets or sales to domestic consumers of various 
sorts do not suffice, the products may simply be 
dumped, as happened to a considerable potato ton- 
nage last year. 

INFLEXIBLE PRICES 


This form of price rigidity finds its counterpart in 
the labor market, where unionization and wage con- 
tracts will resist rapid adjustment of wages to price 
and demand realities. In some cases the response to 
declining demand may be reflected in lowered output 
rather than changed price, with the same contribu- 
tion toward inflexibility in the price level. 


Chart 5: Cost of Living! in Selected Countries, 
1946 
Source: United Nations 
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1Food only for Italy and France; food, clothing and domestic help for Mexico. 

Note: Data published or revised since this chart was prepared discloses the follow- 
oN a oe chanel: Italy, January, 1947—Food, 3858, All items (now available), 
2830; Bulgaria, December, 1946—601; Philippines, January, 1947—388. Later 
statistics for other countries show relatively minor changes. 


Chart 4 gives a brief over-all view of the behavior 
of major price groups at peaks and downswings of 
recent major business cycles. It may be observed 
that farm prices tend to rise highest and subse- 
quently drop first and lowest in the progression 
from peak to trough. Were the charts extended, it 
would be seen that they also lead in the preliminary 
phases of the upswing. Should this cyclical swing be 
set in motion again, the supporting action which 
would be taken for farm prices might change the 
pattern as it has been historically experienced. 


PRICE CYCLES 


Another phenomenon which seems characteristic 
during periods of peak prices is also evident in the 
chart. In reaching the high point, prices of farm prod- 
ucts and raw materials (as well as foods, which are 
not shown) appear to hit two peaks shortly before 
a downturn. The first is followed by a brief and slight 
trough, after which a recovery to about the former 
level is reached. Then comes the long and often pre- 
cipitate drop to the depression low point. Such a 
pattern is observable at the beginning of both the 
1920-1921 and the 1929-1933 cycles. The turning 
point in the cycle which began in 1937 did not dis- 
play exactly this behavior. Nevertheless, a short 
period of price leveling before the peak, in effect per- 
haps roughly similar to the other periods, is observ- 
able. It appears, therefore, that there is typically a 
short period of hesitancy or regression in primary 
market prices before the high point preceding a pro- 
longed downswing. 

Whether because of law or circumstance, a situa- 
tion which seems remarkably parallel to price behav- 
ior at previous “critical points” seems now in the 
making, barring large and continuing loans for politi- 
cal purposes. The last portion of the chart shows 
that after a steady climb from September of last year, 
farm and raw material prices dropped to a low point 
in January and subsequently recovered to even higher 
peaks. 

Another striking feature of this same section of the 
chart is the great divergencies between the various 
groups of prices as compared with previous periods. 
This is perhaps partly explained by the fact that farm 
products were more loosely controlled and were gen- 
erally decontrolled before other items, and that, there- 
fore, the farm and raw materials groups were freer to 
rise. (Farm products are also part of the raw mate- 
rials group.) Finished products, which affect the other 
two curves (all commodities; all commodities except 
farm and food products), were not only decontrolled 
later, but also took a longer span of time to reflect 
price increases owing to the interval of fabrication. 
They continued to rise, while farm prices went to 
their January low point. 

Without attempting to minimize the concern with 
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which a rising price level is generally viewed, the sit- 
uation must be regarded as highly favorable as com- 
pared with that in other nations. Statistics on the 
cost of living compiled by the United Nations (Jan- 
uary-June, 1939=100) reveal that by December, 
1941, when we entered the war, the United States 
index had risen to 111, and was 130 on V-J day in 
August, 1945. By December, 1946, it had reached 
155. 


LIVING COSTS STABILIZED 


The United Kingdom and Canada have been even 
more successful in stabilizing living costs, at least as 
reflected in official indexes. On Pearl Harbor day, 
costs in those countries were at 131 and 115; on Au- 
gust, 1945, they stood at 132 and 119, and in Decem- 
ber, 1946, were at 133 and 126, respectively. Neither 
of these nations nor the United States, however, has 
been so successful in holding down the wholesale price 
level—probably because of the greater difficulty in 
exercising so great a degree of control or restraint 
over imports and primary commodities as over fabri- 
cated products despite the continued use of subsidies 
in both Canada and the United Kingdom. In Decem- 
ber, wholesale prices (January-June=100) in the 
United States and United Kingdom were 184 and 185. 
The Canadian index stood at 152. 

The level of the British cost of living index is some- 
what misleading. It is based on the average worker’s 
consumption pattern in 1914, and his expenditure dis- 
tribution has most probably changed since then. Fur- 
thermore, there are some consumption items which 
the index does not price. Were certain technical defi- 


Business 


| Ease was moving along diverging paths at 
the end of March, with production of nondurable 
goods slackening and output of durable goods boom- 
ing. : 

On the brighter side, the steel industry was operating 
at 97% of capacity, or 7.5 million tons of ingots and 
castings a month. This output was nearly double that 
of March, 1939, and is the highest peacetime produc- 
tion on record. The automobile industry continued 
to turn out 107,000 units weekly and if car manufac- 
turers could sustain this weekly pace throughout the 
year, production in 1947 would run close to the 1929 
peak when 5.6 million units were produced. 

Electrical equipment manufacturers report huge 
backlogs in both heavy and light equipment. In 
electric motors, for example, one manufacturer re- 
ports a tremendous backlog of orders—13 to 14 
months for fractional horsepower motors; 18 to 20 


ciencies corrected—for which there has been agitation 
—the index would still be understating the cost of 
commodities to the consumer in his taxpaying ca- 
pacity, since the government has resorted to sub- 
sidies to keep some items in line.* 

In many other nations, however, the cost of living 
index has doubled, tripled or moved into sheer out- 
right inflation. Confidence in the currency has been 
impaired because the amount of money in circula- 
tion bears little relation to its backing or the pro- 
ductive power of the country. When money loses all 
value and a substitute currency (e.g., cigarettes) or 
barter takes its place, the thin dam holding back 
inflation has burst. Such was the case in Hungary. 
Before the pengo was withdrawn from circulation in 
favor of the forint, the cost of living in that nation 
soared to 16,600,000,000,000,000,000,000. The Chin- 
ese index had reached 69,120 at the last date available, 
November, 1945. It is presumably much higher now. 
The cost of living in Italy was 2,633 in December, 
1946. France (food only) was at 804 in December. 
Bulgaria and Iran are also in difficulties, with indexes 
well over 500. (Chart 4 gives cost of living data for 
selected countries.) ? 


1For a short general discussion of weaknesses in cost of living 
indexes, particularly in periods of economic instability, see “Inflation 
Problems at Home and Abroad,” Monthly Labor Review, January, 
1947, pp. 36-38. ; 
2Long-term series for these and other countries may be found in the 
Monthly Bulletin of Statistics, Statistical Office of the United Nations, 
ca its predecessor of the same name published by the League of 
ations. 
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months for single-phased motors; 16 months for 
geared motors. Another official in the same line com- 
ments that “we are looking for billings and produc- 
tion in 1947 to nearly double the record of strike- 
bound 1946.” 


PROSPECTS GOOD AND BAD 


Railroad equipment manufacturers also expect a 
good year. Freight cars on order on March 1 of this 
year totaled 86,031 cars, or more than 120% above 
the 39,191 cars on order on the comparable date a 
year ago. A spectacular increase in new orders is 
expected during the next month. 

In sharp contrast with a bright outlook in dur- 
able goods, prospects for producers of nondurable 
goods appear cloudy. Prospects are particularly poor 
in woolen and women’s wear lines. In woolens, for 
example, the smaller manufacturers are shutting 
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Production of Wool Apparel Fabrics 
Source: Bureau of the Census 
Thousands of Linear Yards 


Men’s Wear Fabrics || Women’s and Children’s 


Wear Fabrics 

Period vanes i 

Petal’ |'Ga Wore. Total | at wen 

en’s Wear en’s Wear 
1939 Quarterly average..} 44,714 6 26,770 37.4 

1942 Quarterly average 

First six months...| 69,069 4 29,094 29.6 
Third quarter...... 71,835 .6 24,511 25.4 
Fourth quarter... .| 67,031 9 24,903 Q7.1 
- 1943 First quarter!...... 67,162 6 28,027 29.4 
Second quarter....| 67,289 9 30,370 31.1 
Third quarter..... 59,859 os 33,301 35.7 
Fourth quarter. ...| 62,459 By) 40,399 39.3 
1944 First quarter!...... 60,259 9 45,702 43.1 
Second quarter... .| 56,675 A 43,879 43.6 
Third quarter..... 50,079 9 39,525 44.1 
Fourth quarter. ...| 50,115 3 40,458 “44.7 
1945 First quarter...... 54,023 22 37,278 40.8 
‘Second quarter....} 61,420 3 22,342 26.7 
Third quarter..... 44,063 .9 || 32,097 42.1 
Fourth quarter....| 44,901 A 49,770 52.6 
1946 First quarter...... 53,800 .0 || 56,100 51.0 
Second quarter. ...| 58,060 8 60,853 51.2 
Third quarter..... 55,032 2 56,859 50.8 
Fourth quarter. ...| 60,912 a 60,695 49.9 


If yardage Reeviced for government use is excluded, the proportion of civilian 
men’s wear to the total of civilian men’s and women’s wear was 52.0 in 1943, 58.4 in 
1944 and 49.8 in 1945, according to data compiled by the National Association of 
Wool Manufacturers based on weekly average production of 101 . Government 
fabric yardage in this survey equaled 48% of total yardage in 1943, 28% in 1944 
and 40% in 1945. 


down, while the larger plants are operating on a part- 
time basis. ' 

A shutdown at this time is particularly significant 
as this is the season when woolen mills produce fabrics 
for retail sale in the fall. 

Last year, woolen and worsted fabric output was 
603.5 million linear yards, an all-time peak and an 
increase of 22% over the yardage produced in 1945. 
The trend is continuing which began in the final half 
of last year when men’s wear production started to 
overtake output of women’s wear. This means an 
increasingly greater use of worsteds. Production of 
apparel fabrics for men in the fourth quarter of 1946 
rose 11% over the previous quarter and 36% over the 
fourth quarter of 1945, while output of women’s wear 
rose only 7% and 22%, respectively. The same trend 
is observable in weaving and knitting yarns. Yarns 
produced on woolen systems dropped from 10,387,000 
pounds weekly in the eleven months ended November, 
1946, to 10,278,000 pounds. Worsteds in the compar- 
able period rose from 4,324,000 pounds to 4,890,000 
pounds. 

The emphasis of worsteds reflects a return to the 
prewar production pattern when men’s wear repre- 
sented about 60% of woolen apparel production. The 
war upset this percentage, with manufacturers shift- 
ing production to obtain the greatest amount of yard- 
age because of rising costs and ceiling prices. OPA’s 
maximum average price plan required total mill pro- 


duction to average out to the same price for which 
the products had been sold in 1943. This resulted 
in concentration by fabric producers on women’s wear 
which is lighter in weight than men’s wear and offered 
wider operating spreads. This practice continued 
through 1945 and resulted in men’s clothing manu- 
facturers finding themselves short of fabrics to satisfy 
demand. 

Compared with prewar standards, production of 
women’s wear fabrics has been tremendous. Output 
of these fabrics had risen to 60,695,000 linear yards 
in the final quarter of 1946, a gain of 130% over the 
average of 26,770,000 yards in 1939. This gain is all 
out of proportion to normal growth. 

Hence, with higher prices generally prevailing and 
fewer women employed it is more readily under- 
standable that demand for women’s wear would con- 
tract sharply. 

Signs of this contraction are not noticeable for 
the country as a whole, but New England, with a 
substantial part of its industry engaged in textile and 
shoe manufacturing, has begun to feel the slackening 
in business. Electric power use drops seasonally in 
the early part of the year, and if the relationship had 
been maintained, power consumption in New Eng- 
land would have fallen only about 660,000 hours. 
Instead, power consumption dropped about 2 mil- 
lion kilowatt-hours between March 8 and March 15. 
In the following week consumption in New England 
dropped 4 million kwh. If the seasonal pattern in 
New England had been maintained, the decline would 
have been only about one fifth or about 800,000 kwh. 
The contraction in employment in the area is another 
indicator of slackening in the textile and shoe indus- 
tries. 

NATIONAL EMPLOYMENT DOWN 


Employment in nonagricultural establishments on 
February 15 was 39,386,000, a decline of 271,000 from 
the total for January, 1947. Declines in construction 
and trade, which are primarily seasonal, were cush- 
ioned by gains of 33,000 workers in the automobile 
industry and a gain of 24,000 workers in steel and 
heavy machinery. Employment in food-processing 
industries continued downward and greater-than-sea- 
sonal contractions are noticeable in canning and bak- 
ing. 

The pre-Easter rise in employment in the apparel 
industries is below prewar standards, and reports 
from textile, leather and other industries reveal less- 
than-seasonal employment gains. 

Except for women’s wear and woolens, soft goods 
manufacturing has declined only moderately. The 
Federal Reserve index of nondurable goods manufac- 
tures dropped one point in February, but was still 
nine points above February, 1946. Meanwhile, de- 
mand for soft goods, as manifested in department 
store unit sales, is contracting. Retailers have be- 
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come cautious and, with inventories already heavy, 
have adopted a hand-to-mouth buying policy. This 
fact is demonstrated in the drop in new orders.? 

With commercial, industrial and agricultural loans 
establishing new peaks every week ($11,077 million in 
week ending March 19) and inventories rising, banks 
are urging manufacturers to liquidate inventories. 
Producers had hoped to dispose of hard-to-move 
goods through export channels, but foreign govern- 
ments have been closing their doors to these non- 
durable and consumers’ durable goods as well. In an 
effort to conserve their foreign exchange, a growing 
number of countries are limiting their nationals to 
purchases from this country of foods, drugs and pro- 
ducers’ goods. 

An example of this trend is Sweden. Sweden last 
year bought twice as much goods as she sold us. Ar- 
gentina has also been a good customer. These two 
countries have invoked import controls, as have 
also India, Peru, Chile, China, Colombia, and Ecua- 
dor. This trend is almost coincidental with the meet- 
ing in Geneva to discuss formation of the Interna- 
tional Trade Organization to lower trade barriers. 

Even though export outlets are diminishing there 
is no doubt that a strong pent-up need exists in do- 
mestic markets. If prices were lowered this need 
would soon become demand.? 

Another factor which would stimulate demand is 
an acceleration in residential building. Last year 
about 450,000 dwelling units were made available 
against an immediate need for about 3 million units. 


HOUSING 


The composition of family groups of two or more 
related persons who share the living quarters of the 
main family group in the household was analyzed 
last year by the Bureau of the Census. The survey 
showed a total of 3,125,000 secondary families in the 
United States living in the households of 2,925,000 
primary families.’ 

One out of every thirteen of the 37,900,000 primary 
families in the United States has at least one sec- 
ondary family in the household. More than 90% of 
the secondary families were living in the homes of 
relatives. The remainder were living as lodgers, ser- 
vants, etc. Of persons living with relatives, more 
than 75% were living with their parents. More than 


See article on inventories, shipments and new orders on p. 114 

See article on prices on p. 89 of this issue 
_ ‘Primary family refers to head of household and all other persons 
in the household who are related to the head but who are not members 
of a secondary family. Secondary family refers to (a) a married man 
other than a household head, his wife and children. under eighteen 
years of age or (b) a parent-child group which comprises an adult other 
than the household head with children under eighteen but with no 


spouse. The head of a secondary family may or may not be related 
to the head of a primary family. 


one third of the secondary families has a veteran of 
World War II as the head. This may be compared 
with 1920 when 24,351,678 families were living in 
20,697,204 dwellings according to the Bureau of Cen- 
sus. Residential building after World War I did not 
catch up with demand until 1925 when 937,000 dwell- 
ing units were erected. 


Veterans’ Housing Needed 


Demand for housing now is strongest among vet- 
erans. Most of the dwellings built last year were 
erected for sale at prices approximating $10,000. These 
prices were far beyond the means of most veterans. 
In fact, most veterans would rather rent than buy. 
Unfortunately, however, rental building was kept to 
a minimum because builders and speculators were 
not interested in undertaking such projects under 
rental curbing and with rising building costs and ma- 
terial delays lengthening construction periods. 

Rental ceilings have since been revised so that a 
builder merely has to observe an average of $80 for 
the building while before December 14, 1946, the ruling 
read $80 per unit. Also, builders in the New York and 
Chicago areas may now charge as much as $32 a room 
for rentals. 

The rise in rental housing is already noticeable. 
Disregarding the dollar volume of residential build- 
ing which loses its significance because of rising build- 
ing costs, contract awards for new homes in the two 
months ended February of this year on a dwelling 
unit basis are more than double those of the com- 
parable 1946 period, according to the F. W. Dodge 
Corporation reports for thirty-seven states east of the 
Rocky Mountains. Units to be provided in new 
apartment buildings have increased nearly fourfold. 

Conversely, nonresidential building, except for hos- 
pitals and educational institutions, dropped nearly 
30% below 1946 in the two months ended February 
and the downtrend continued in March. 

The decline in nonresidential building will free an 
important segment of skilled labor in the building 
trades to work on residential building; hence, it is 
reasonable to expect residential building to reach the 
completion stage a lot faster in 1947 than last year. 
Before the war a single-family dwelling could be com- 
pleted in about three months. Last year the building 
span was nine months or longer. Building material 
scarcities were the prime factor retarding building last 
year but the scarcity of skilled building mechanics 
would have been the principal drawback this year 
except for a decline in nonresidential building now 
under way. 

Wu B. Harper 
Division of Business Economics 
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Business Forecasts 


OST business analysts in March believed that possibili- 
M ties of a recession are remote until at least the latter 
half of 1947 if not 1948. Three months earlier, recession 
was believed imminent by a considerable, although minority, 
group. Many interpreted the stock market break as an 
indication that recession would be discernible within a few 
months, with the temporary dip in food prices in the 
early part of the year seemingly substantiating their theory. 

This shift in business opinion from anticipation of an im- 
minent recession to a break later in the year is best illus- 
trated by Standard and Poor’s estimate of industrial produc- 
tion. The Federal Reserve Board’s index of industrial pro- 
duction for January (1935-39=100) stands at 188, yet, as 
late as January 8, Standard and Poor’s estimated 180. At 
that time, this company’s estimate for March was 182, 
while the latest forecasts anticipate a high of 189. 

Industrial production in May is expected to remain at 
the same level as that of August, 1945, which was 186, 
only three points below the March high. 

However, another shift in opinion has also developed. 
Government economists, less fearful earlier this year of a 
recession of any proportion in 1947, have now reversed 
their position. Recent advances in wholesale food and indus- 
trial prices, with no sign of relief, have alarmed them. “Unless 
business men start reviewing their pricing policies now .. . 
they may find themselves faced with having to make 
drastic price changes,” advised the Department of Commerce. 
Secretary Snyder told newsmen recently that the govern- 
ment had been seriously discussing the price problem with 
representatives of basic industries. President Truman, simi- 
larly concerned, told his news conference on March 26 that 
businessmen should see the handwriting on the wall in re- 
gard to the menace of inflation. Indications were that 
various government agencies would continue to press for 
price reductions on a broad scale. 

Other examples can be cited where recent high levels 
in prices coupled with consumer resistance have made pre- 
viously optimistic economists rather dubious about the 
outlook. One commentator, who for several months denied 
the possibility of recession in 1947, early in March admitted 
that danger signs were appearing. In addition to the price 
danger, it was stated that “whatever happens in England is 
likely to be a more serious blow to our economic activity 
than any one of the [other] factors. . .” 


Pricing Out of Market 


Industrial purchasing executives have also given warn- 
ings about the danger of pricing materials out of the mar- 
ket. It has been reported that leading industrial executives 
are fearful that price control might be reimposed if public 
pressure is aroused by current high prices. Voluntary price 
reductions are being urged even at the risk of temporarily 
reduced profit rates. 

Some economists do not share these views. A study 
made for one of the largest New York banks stresses the 
similarity between economic activity after World War I 
and World War II. It is expected that, if this pattern 


continues, a major recession will set in within a few weeks. 

Others express particular concern over the inflationary 
dangers in the economy. E, M. Zimmerman, investment 
counselor, says: “Inflation remains the greatest danger we 
face today. Let’s not fool ourselves. We should not be 
deceived by a few scattered signs of deflation here and 
there.” Mr. Zimmerman holds that the excessive “check 
money” and “gigantic national debt” indicate that inflation 
has not completed its cycle. 


BUILDING MATERIALS OUTLOOK FAVORABLE 


Recent reports by industry are distinctly optimistic on 
the outlook for building material. Tyler Stewart Rogers, 
President of Producers’ Council, stated early in March that 
the “peak in building costs has been reached and that the 
future trend will be downward,” perhaps as much as 20% 
below the 1946 peaks, depending on wages and productivity. 

Building materials production will continue to increase 
and will be adequate to support the construction program 
planned, according to the latest Commerce Department 
forecast. Although production is expected to exceed 1946 
output in almost every case, some material shortages will 
persist. Cast-iron soil pipe will “improve considerably” 
reports CPA, but the Commerce Department expects the 
tonnage to “fall slightly short of demand.” Hardwood floor- 
ing will also remain in “tight supply through most of 1947.” 
Except for these shortages, many improvements in the 
supply condition are expected. The Civilian Production 
Administration expects that production, having gotten off 
to a good start, will be better timed to meet the needs of 
construction and a better balance will be possible among 
production levels. An uninterrupted flow of raw materials is 
counted upon by both industry and government. 

“Beginning in the spring,’ says J. L. Wood of Johns- 
Manville, “there will be a greatly increased flow of mate- 
rials, which should result in lower total construction costs.” 
Mr. Wood also anticipates that within the next year or two, 
newly developed materials, now considerably improved, 
(such as fabricated building boards as replacements for 
lumber), will reach the consumer market. 

Consumption of building materials in 1947, almost with- 
out exception, is expected to top 1946. Detailed forecasts re- 
leased by the Commerce Department set increased lumber 
consumption at 17%, and cast iron soil pipes at 13%. These 
estimates do not include allowances for inventory build-up 
or “pipe lining,” explains the department, and may there- 
fore be “at least 10% to 15% below the levels needed to 
carry out easily the dollar volume forecast for 1947.” 

Prices and the volume of home sales are expected to drop 
in a majority of cities during 1947, as evidenced by a sur- 
vey by the National Association of Real Estate Boards in 
475 cities in forty-five states. In 53% of the reporting 
cities, prices of residential property are expected to be lower 
as the year progresses. 


Rost Namicu 
Division of Business Economics 
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Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1946-47,” page 108) 


1946 Percentage Change 


January, February, [lst 2 Months, 
1047 to 1946 to 1946 to 
February, February, [1st 2 Months, 
1947 1047 1047 


Item 


February January December November February 


od 


Industrial Production 
188 |r 182 |r 183 152 0 +23.7 +20.5 


Financial Indicators 


Total (RRB) (S) ices es ceteenes 1935-89 = 100 188 
Manufacturing (FRB) (8)........ 1935-89 = 100 |] p 106 1096 190 191 154 0 +27.3 +23.7 
Durable goods (FRB) (S)....... 1935-39 = 100 |] p 220 220 210 |r 214 138 +0.9 +-60.9 +45.4 
Beet aiieianetone carers 000 net tons |p 6,481 |r 7,213 5,760 6,457 1,393 -10,8 +361.7 +159.1 
Pig tron. ss eeccssrresevdvnnes 000 net tons 4,550 |r 5,087 3,992 4,435 1,148 -10.6 +296 .3 +154.1 
Copper (refined)..........6+55 net tons 77,501 80,144 77,678 75,066 49,028 ~3,2 +554 +82 .6 
Lead (refined)........0000055 net tons 43,077 44,422 40,448 40,041 41,643 8.0 +3.4 -5.6 
Zine (MAb). ceneccguieaveven net tons 65,198 72,332 70,176 66,873 61,274 -9.9 +6.4 +8,1 
Glass contniners,...........+.j} 000 gross 9,269 11,158 9,344 9,610 8,985 -16.9 +8 ,2 +8,2 
TAG DEE, ca hse eae se a hea million bd. ft. n, a, 2,238 2,301 2,517 1,840) -2.7b) +21.60 +8.6d 
Machine tools’. ........6.0065 000 dollars p 26,594 26,542 27,587 26,176 26,949 +0.2 -1,8 “7,1 
Machinery (FRB) dd ae ea nate ee 1935-89 = 100 || p QB ir 276 275 271 188 +0.7 +479 +36.8 
Transportation equip. (FRB). |} 1935-89 = 100 || p 232 |r 229 235 285 199 +1.3 +16.6 +10.0 
Automobiles. i cisceovocuesys units 263,998 252,100 262,076 261,007 47,965 +4.7 +-450.4 +-366.3 
N ont aad eo vee) bith 1935-89 = 100 || p 176 177 173 172 167 -0.6 45.4 +7.6 
Cotton". . || bales 840,463 947,036 TI4ATT 877,461 747,748 -11.3 +12.4 +14.7 
WUGGLS se uidvae.y ale wxcrw hice Ka na. 69.1 |r 58.5 62.6 61. 5a +18.1b +12, 40 +15.4d 
Rayon yarn? cPuaar nd hk Dain’ 565.1 61.7 55.9 58.0 50,2 -10.7 +9.8 +-10,3 
Food prod., mfd, (FRB) (8). . 1935-89 = 100 || p 167 | r 162 |r 161 156 160 -3.1 -1.9 +1.6 
Chemicals (FRB Cas hincvitts 1935-89 = 100 || p 254 |r 264 Q47 243 232 0 +9.5 +9.0 
Newsprint, North American, ..|/ short tons 433,807 470,841 430,420 459,932 $96,390 ~7.9 +9.4 +9.9 
PADS ics eka te undevetys vain e of capacity 105.9 10%,1 97.0 105.5 98.4 +38.7 +7.6 +7.7 
Paperboard. i ccssnerccsereses fy of capacity 108 99 92 99 97 +-4.0 +6,2 +8.0 
Boots and shoes’, ........6.6665 thous, ctoain na, |p 41,057 |r $9,068 40,752 41,2464) +5.1b -0.50 +8.8d 
Cigarettes (small)’............ millions 26,338 28,451 22,695 27,696 23,637 ~T 4 +-11.4 +12.1 
Mining (FRB) (S)........0000005 1985-80=100 |p 145 145 136 136 M41 0 +2.8 +2.8 
Bituminous coal.............. 000 net tons || p 60,640 |r, 68,869 |r 48,746 |r 37,501 560,248 -14.0 +0.8 +4.6 
ADUAYAGIUG: fo0'65s eva pcmrse suing 000 net tons |p 4,242 |r 5,155 5,080 4,990 4,788 -17.7 11.4 8.8 
Crude petroleum!............. 000 barrels na, |e 4,680 |r 4,725 4,822 4,625a ~2.0b +0.1e +1.8d 
Electric power’. 0.0.0... 6.0 scenes million kwh 4,788 4,797 4,712 4,649 3,068 -0.2 +20.8 19.6 
Construction". ..... seve ssf! 000 dollars 442,197 571,628 457,278 508,745 $87,399 -22.6 +-14,1 +36.1 
Heavy engineering—Public’, A a 000 dollars $1,981 $0,211 26,637 85,274 19,849 +5.9 +61,1 +48.0 
Heavy engineering—Private’....... 000 dollars 57,142 55,983 61,577 83,682 42,158 +2,1 +85.5 +26.2 
Distribution and Trade | 
Carlondings, total®......... eee thousand cars 798.2 812.4 767.2 834.0 726.6 -1.8 +9.9 +10.8 
Carloadings, miscellaneous**........ thousand cars $61.0 861.7 353.8 $02.6 800.8 -0.2 +20.2 +17.2 
Retail trade (NICB) (8)........... 1985-89 = 100 na, |p 276.4 275.0 269.6 220. ba +0.5b +25 .40 +29.4d 
Department store sales (S).......+.]] 1985-89100 |p 270 265 274 272 250 +1.9 +8.0 +12,2 
Variety store sales (S).........0005 1985-89 = 100 na. |p 196.2 206.7 208.4 177.8a) —5.1b} +10.7%c] +15.8d 
Rural retail trade (8).. veeee sl] 1929-81 = 100 na, |p $15.0 229.4 289.7 274.2 +87.3b +14.9¢ +43. 3d 
Grocery chain store sales (sy Berit 1985-39 = 100 na. |p 800.7 297.0 283.1 222, 9a +1,2b +34, 90 +31. 8d 
Magazine advertising linage........|] thous. of lines 4,580 3,052 3,783 5,218 4,604 +15.9 0.5 2.4 
Commodity Prices 
All commodities (BLS)®........... 1926 = 100 p 144.6} p 141.6 140.9 189.7 107.7 +22 +34,3 +33 .2 
BUA TORTOEIGIN 5 ch aya hes 0d aries 1926 = 100 p 154.9] p 162.1 153,2 158.4 118.9 +1.8 +30.3 +29.4 
Semi-manufactured articles....... 1926 = 100 p 142.1 ]p 188.8 186.2 129.1 98.8 +2.4 +438 +48.0 
Manufactured products®,........ 1926 = 100 p 139.9] p 186.7 185.7 184.7 103.4 +2.8 +35.3 +84,1 
Farm products... ...icsesevreces 1926 = 100 p 170.4) p 165.0 168.1 169.8 180.8 | +3.8 +80.3 +28.7 
bla a eee eee eae EERE eee, 1926 = 100 p 162,.0|p 156.2 160.1 165.4 107.8 | +38.7 +50.3 +47.9 
Sensitive industrial (NICB)®........ 1929 = 100 146.5 146.4 145.9 134.5 95.7 +01 +531 +53. 
Sensitive farm (NICB)*............]] 1920=100 184.5 174.6 176.9 177.3 133.7 +5.7 +38.0 +34.8 
PRMTALL TIONS Diese ceaednas lea dpa, 1935-39 = 100 nod, 172.7 172.7 171.5 143.1 0b +-20.7¢ 9.8d 
Securities 
Total stock prices(Standard & Poor's)]| 1935-39 = 100 128,7 125.2 125.5 120.6 143.3 | +2.8 -10,2 -11.9 
YA OBETIN LE bn 5 nie be GENT sts Gates 1935-89 = 100 182.6 128.5 128,9 123.8 145.8 +3.2 -9.1 -11.0 
MIPOAGE GS ins ane aca bunds shee 1985-89 = 100 118.8 114.7 118.8 118.3 159.8 | +3.6 25.7 -28.0 
LUMO abc t¥ Ela wh werceereSe ke) 1985-89 = 100 111.4 110.7 109.8 105.5 123.7 j +0.6 -9.9 -10.3 
Totalno. shares traded N.Y. Stock Ex, thousands 82,468 $1,881 $7,102 33,469 51,851 | +2.0 ~87.4 46.9 
Corporate bond yields (Moody's). . .|] per cent 2.78 2.79 2,83 2.82 2 5 0.4 +3.7 +3.0 


Bank debits, outside New York City") million dollars 43,198 |r 40,147 52,205 46,105 $6,210 -12,1 +19,3 +18,1 
New capital corporate issues........ 000 dollars 128,344 | 252,109 | 668,968 | 589,878 47,616 | 49,1 +169.5 | +108.7 
Refunding issues........66.6. cee 000 dollars 80,924 102,635 105,885 86,316 270,262 69.9 ~88.6 65.1 
Comm., industrial and agric. loans®. .|] million dollars 10,652 10,877 |r 10,278 10,044 7,368 | +2.7 +44.6 +43.6 
National income payments,........ million dollars nia, 14,422 |r 15,952 14,202 18,0474 ~9.6b +10.5¢ +2.%d 
Money in circulation, end of month.| million dollars 28,280 28,265 28,052 28,861 27,954 +0.1 +1.2 +1,2 


SAdjusted for season variation *Shi manta *Consum nica pienrette consumption measured by tax-paid withdrawals "Excludes reconstructed government shoes included 


in data r to 1044 \avoragy dally verage weekly WwW. TEngineering News-Record—average weekly — *Grocery and wee op chain store sales 
Septem r, 1946, the Bureau of Labor Btatiatico carried mater vehicles pees ab April, 1942, levela, In October, 1 current prices were reintroduced, iret levels, the Novem- 
ber indexes for All commoditios and Manufactured products would have been 197.0 and 191.7 respectively; December in dexes, 189,0 and 18%.6, In 1047, x ty ta) eo woud id have 


hy 180.5 and 133.5; February, 142.6 and 186.7, 40 conters aJanuary, 1946 bPercen change, December, 1046, to January, 1047 Feroeatage change January, 
1946, to January, 1047 dPercentage change, 12 months, 1945, to 12 montly 18 1046 = eKstimat n mente available pProliminary rRovised traific in 
tor subject to variations in longth of haul anc amount loaded, 
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Survey of Business Practices: 


Postwar Model of Transportation 


OME shifts in transportation practices from pre- 

war patterns are reported by business executives 
cooperating in this month’s survey of business prac- 
tices. The majority, however, indicate that they are 
not solely the result of changed preferences but stem 
rather from current shortages of equipment. While 
changes have occurred in the relative costs of the 
various forms of services, other factors have often 
outweighed cost considerations in the selection of a 
particular form of transportation for the movement of 
goods and personnel. These factors include availabil- 
ity of facilities; speed of shipment, reliability of serv- 
ice, and efficiency. 

Packaging methods of in-plant handling are 
being modified in some cases in the light of war- 
time experiences. Other developments which have 
resulted from the war-caused disruption of estab- 
lished transportation procedures are the increasing 
use of motor carriers for short hauls, the virtual ces- 
sation of domestic water transportation by some in- 
dustries and a growing reliance on airlines for the 
movement of repair parts and small shipments. 


THE IMMEDIATE PROBLEM 


The immediate need in the transportation industry 
is for more and better equipment, particularly for the 
railroads. Many executives characterize the situation 
as being much more acute than during the war, with 
instances reported where plant operations have had 
to be curtailed because of a shortage of freight cars. 
Heavier loading of cars, necessary under wartime reg- 
ulations, is being continued. Executives observe that 
many of the problems confronting the carriers are 
beyond their control and that they established out- 
standing records under difficult conditions during the 
war. Some comments were received, however, which 
stress the need for improvement in certain practices, 
tighter control and more efficient and progressive 
methods. An executive of a hardware concern evalu- 
ated the four forms of transportation used by his 
company as follows: 


“The principal disadvantages of rail service are lack 
of required equipment and reduced service from prewar 
levels. In addition it could be improved by: 

1. More package-car service for |.c.l. shipments; 

2. Increased cartage allowance to and from railroad ter- 
minals for pickups; and 

8. Improved service and handling at antiquated freight 
stations on inbound shipments. 


“The motor carrier serves short and local speed haul 
requirements and has advantages in export shipments 
direct to Atlantic coast steamship piers. Its disadvan- 
tages are: 

Lack of equipment, mismanagement and _ inefficient 
personnel for at least one third of the industry, and which 
greatly affects the entire industry; and 

Rate increases are constantly requested and, when 
allowed, are not accepted by the entire industry. 

“Carloading companies serve long haul Le). require- 
ments with a type of carrier that is best managed and 
has competent personnel. Its disadvantages are: 

Excessive rates to off-line destinations; and 

Embargoes and nonservice to certain important des- 
tinations. 

“Railway Express serves requirements on light ship- 
ments, mostly to distant destinations. Its disadvantages 
are: 

Greatly increased rates since January 1, 1947; and 

Inadequate service, compared to prewar levels.” 


An air-conditioning equipment exccutive believes 
that the railroad freight situation is “probably in 
worse condition than at any time during the past 
twenty-five years. This results from many reasons, 
among them the following: 


a, Shortage of box cars, particularly in the Hast; 

b. Inadequate facilities (men and equipment) to han- 
dle the immense volume of shipments moving through 
transfer points and delivery stations; 

c. Failure of consignees to take delivery of shipments 
immediately upon arrival, thereby resulting in severe con- 
gestion at these points; 

d. Bad order cars, which means cars that have to be 
placed in shops en route for repairs thus resulting in seri- 
ous shipping delays; and 

e. Inadequate pickup and delivery service.” 


The need of obtaining more steel for freight cars 
is often stressed. One executive observes that “freight 
cars are being retired at a rate of 8,000 per month 
and the railroads can get few new ones because of 
steel shortages. They have 80,000 new ones on order 
and they claim it will be necessary to build 126,000 
during the coming year in order to bring conditions 
back to normal. Many cars now in service are stopped 
in transit for shop repair two or three times under one 
movement.” This executive goes on to point out that 
“eastern industries have been greatly hampered by 
lack of equipment because the railroads have had 
instructions to move such large numbers of empty 
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cars to the West for grain loading. Trains of empty 
cars have by-passed industries that had loads ready 
to move to the West. Recent hearings on S.R. 47 
have brought further promises that the situation 
would be relieved in the near future.”? 

Shortages of equipment also confront truckers, al- 
though this situation is being relieved somewhat by 
the increase in the production of trucks and parts. 
Because of the freight-car situation, however, an 
added load has been placed on the trucking compa- 
nies. This high level of demand, according to one 
executive, has resulted in truckers concentrating 
“their business on freight taking a high classification 
rating. This situation makes it difficult for us to use 
as much truck service as we would desire.” 

Serious shortages of water transportation are also 
reported. Some difference of opinion is noted as to 
the showing being made by coastwise and intercoastal 
steamship service. One East coast manufacturer con- 
tends that “water transportation is neither adequate 
nor efficient, and we feel that contributing factors are 
government control of major steamship lines and the 
obvious decline of the American merchant marine. 
We, of course, ship all exports by water; however, we 
are not moving any coastwise or intercoastal ship- 
ments by water owing mainly to irregular schedules 
and frequent embargoes at ports. Labor conditions 
and exorbitant handling charges at piers make ocean- 
going shipments very unattractive at the present 
time.” 

Other manufacturers also refer to the difficulties 
presented by the limited coastwise and intercoastal 
shipping, although some report gradual improvement. 
Thus, a rubber manufacturer reports that the com- 
pany’s products are now being sent to California 
through the Canal and that an extension of service is 
expected to Portland and Seattle “as soon as in- 
creased inventories will permit the longer transit 
time.” 

Weather and crashes appear to have had an un- 
favorable effect on the demands for air travel, ac- 
cording to many executives. The uncertainty of sched- 
ules and of arrival time has also been an obstacle, 
but it is believed that air travel demand will increase 
considerably, with more equipment becoming avail- 
able, with better trained personnel and with im- 
proved airport facilities. The comment most fre- 
quently made regarding air freight is that it is ex- 
pensive and cannot be utilized for many types of 
products. 

Numerous executives indicate that they believe 
the transportation situation will become more critical 
before it shows signs of improvement. An aircraft 
accessory manufacturer sums up this view as follows: 

‘Hearings before a subcommittee of the Senate Committee on 


Interstate and Foreign Commerce on Senate Resolution 47, which 
calls for an investigation of the shortage of boxcars. 


“At this time there does not appear to be any relief 
in sight and there is every indication that more seri- 
ous transportation problems are ahead for everyone.” 


EVALUATING TRANSPORTATION FORMS 


In normal] times many factors are considered by 
shippers in the selection of the form of transporta- 
tion utilized in the movement of goods. Some addi- 
tional factors arise out of the abnormalities of present 
conditions. Thus, the urgency of the customer’s needs 
or the availability of shipping space may greatly out- 
weigh any other considerations. Cost of service is, 
of course, an important consideration particularly for 
items with a low value per pound or per cubic foot. 
Some other factors, which executives report as receiv- 
ing consideration in determining the type of trans- 
portation selected, are efficiency, speed, reliability of 
service, safety, ability to handle fluctuating volumes, 
location of plant and location of customer, care in 
handling merchandise, customer preferences, type of 
product and size of orders, availability of storage 
space and inventory problems. 

Not all these factors are applicable in each situa- 
tion. Some shippers have considerable choice in the 
type of transportation selected, while others have 
little or no choice. Many executives noted that they 
are continuously studying the problem of transporta- 
tion and that conditions are constantly changing. The 
selected comments given below show some of the 
factors which are considered in the choice of forms 
of transportation. Some of these deal largely with the 
immediate situation, while others illustrate factors 
which are also considered in more normal times. 


“By and large we have used all types of transportation 
for our incoming supplies and outgoing shipments. As 
an example, we have on more than one occasion flown 
moulding powder to this plant from the Atlantic coast 
by plane, to keep our factory running. In order to get 
some of these materials we have had to disregard costs of 
transportation completely and have quite frankly been 
so busy running and locating materials to operate with 
that we probably have not given the financial phase of 
transportation as applied to our operations quite the 
emphasis which it deserves.” (Instruments and controls) 


La 


“It is our opinion that too often in the past only the 
cost of transportation has been considered without enough 
thought being given to other costs that are directly re- 
lated to the type of transportation used. In our plant 
we are reviewing our costs of unloading, costs of trans- 
porting material to the place where it will ultimately be 
used, and the changes in inventory that might be made by 
using slower or faster means of transportation. In several 
instances we have found that, even though rail rates are 
cheaper, the total cost of moving material from our sup- 
plier to the particular spot in our plant where the material 
is to be used is less by truck than by rail. In other cases 
we have also found that a slight increase in inventory will 
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permit us to move material by rail at a lower rate, even 
though the transit time is longer, than by truck.” (Special 
industrial machinery) 


oe 


“Cost of transportation is basically the controlling 
factor with us. Owing to the adjustments in the cost of 
domestic transportation since 1940, the cost differential 
that historically prevailed between water and rail carriage 
has practically disappeared and, unless historical differ- 
entials are restored, the rail lines will continue to receive 
the major portion of our freight tonnage at the expense 
of the water lines.” (Lumber) 


Ree ka Ets 


“Tt is necessary that continuous and close attention 
be given to the problem of transporting and handling 
crude oil and manufactured products in order to provide 
a highly satisfactory type of service and at the same 
time to minimize distribution expenses. In the general 
approach to this problem, there are four principal fea- 
tures to be considered, namely: (1) the task of physical 
distribution must be viewed broadly; (2) maintenance of 
movement in considerable bulk is usually most economi- 
cal; (3) flexibility in operations should be preserved where 
possible; (4) economics of distribution are influenced par- 
ticularly by total volumes to be handled. 


“These points may be amplified briefly by observing 
that examination of any single portion of a transportation 
movement is usually a short-sighted approach because an 
entire transportation program should be coordinated since 
what occurs in one part influences another. Generally 
speaking, large volumes can be handled more econom- 
ically than small volumes as far as unit costs are con- 
cerned, and large bulk should be broken as close to the 
ultimate consumer as possible. By the term ‘flexibility’ is 
meant both flexibility as to volume to be handled by a 
specific transportation facility and also the ease with 
which a transportation route may be varied. For ex- 
ample, truck transportation is extremely flexible as the 
trucks may run wherever there are roads. Somewhat 
similarly, tanker transportation has a degree of flexibility 
not available to pipe-line delivery. 

“The volumes to be handled may in many instances 
dictate the transportation methods to be considered seri- 
ously. For example, while the unit cost for delivery in 
barge lots may be appreciably less than the unit cost for 
delivery in tank car or transport truck lots, barge service 
may be used only for volumes sufficiently large to utilize 
this type of equipment and to justify the increased invest- 
ment in plant to handle such quantities.” (Petroleum) 


+. E F 


“Our products are merchandised through distributors 
who carry stocks of our products and they endeavor to 
anticipate their requirements so that our shipments of 
stock orders can generally be made at the lowest cost.” 
(Industrial machinery) 


A number of executives reported that, as a result of 
studies of their transportation problems, they were 
able to make changes in their practices which per- 
mitted them to use a lower cost form of transporta- 


tion. An example of savings effected is reported by a 
railroad equipment company: 


“A means of securing further economies was developed 
during the war when the practice was adopted of as- 
sembling l.c.l. shipments of iron and steel articles for 
like destinations, particularly for the West coast, at our 
plant until sufficient weight was accumulated to make a 
carload. Through the consolidation of shipments it was 
found possible to reduce the freight rate applicable from 
$2.12 ewt., l.cl. to $1.10 ewt. a carload. To accomplish 
such a consolidation it was also found feasible to bill a 
car from an outside point, to stop off at one or more 
additional points to complete loading of items on hand 
at each point marked for the same destination. This 
type of pooling of shipments has been found possible in 
an average of one car a month, resulting in savings rang- 
ing from $300 to $1,000 in each case.” 


In some instances considerable analysis has been 
undertaken of transportation costs in relation to the 
cost of warehousing and the carrying of smaller or 
greater amounts of materials in inventory. 


LONGER-TERM TRENDS 
Railroads and Trucks 


Most manufacturers expect to continue to rely 
upon railroads to about the same extent as in the 
prewar period. Shifts have occurred but many of 
them are regarded as temporary. The railroads have 
lost some business to other forms of transportation 
because of the car shortage but in turn they have 
obtained business not generally carried in prewar days 
because of the current lack of adequate coastwise and 
intercoastal steamship service and changes in cost 
differentials. Many executives observe that the im- 
mediate problem so obscures the transportation pic- 
ture that any analysis of longer-term trends must 
await the return of more normal conditions. Some 
generalizations, however, are possible. Obviously 
there are items unsuited for anything but water or 
rail transportation. Thus, for example, cement manu- 
facturers: expect to continue to move their product 
largely by rail. Railroads generally are expected to 
continue to handle large bulky products with rela- 
tively low value as well as large shipments, particu- 
larly if customers have railroad sidings. In the l.c.l. 
freight field keen competition between the railroads 
and the trucking companies is expected, particularly 
for hauls ranging up to 500 miles. In the present 
situation many shippers complain about l.c.]. rail 
service and report that they have shifted their busi- 
ness to trucks in many instances. However, the ex- 
perience of shippers with truck service has not always 
been favorable which may have an effect on the 
choice of the form of transportation when supplies 
of all equipment are more adequate. 

The competitive position of the railroads, truck- 
ers, steamship lines, air lines, barge lines and others 
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varies greatly from one product to the next as well 
as by shippers. The degree to which each type of 
transportation improves its equipment and service 
will naturally have a bearing on its future relative 
position. The important contributions made by each 
form of transportation are frequently discussed: 


“As ours is an old industry we naturally were inclined 
toward rail shipment, but, with the growth and develop- 
ment of the motor industry beginning with the end of 
World War I and increasing through the Twenties, we 
adopted the use of motor trucks extensively and more 
particularly in our midwestern plants. At the present 
time, for reasons of flexibility, later pickups, faster serv- 
ice, lighter containers, fewer transfers and lesser liability 
of damage, we favor overnight or second-day delivery by 
trucks to destinations within a radius of 200 to 250 miles 
from all our plants. In several situations we employ a 
combination of rail and store-door delivery by truck. 
While our business is such as to require movement of 
freight in carload lots or their equivalent, nevertheless 
the size of an order or individual item, coupled with the 
needs of the customer, often recommends movement by 
truck.” (Nonferrous metals) 


ee ea 


“One of our big problems is damage of product in trans- 
fer. This occurs largely in less-than-carload shipments 
transferred from one car or truck to another. Conse- 
quently, since many smaller shipments are not suited to 
carload rail delivery, there is an increasing tendency 
toward full truck or what might be termed carload high- 
way delivery.” (Hardware) 


*.% = 


“We find that the rail carriers are capable of handling 

fluctuating volumes more efficiently than the highway 

_ carriers and that the rail lines are better organized with 
respect to dependability and safety.” (Steel producer) 


Ke ages 


“Generally, we have determined that highway trans- 
port is faster than rail, provides door delivery and is pre- 
ferred by the customer, particularly if the customer does 
not possess a railroad siding. For carload movement of 
twenty tons or more, where siding facilities are available 
and speedy delivery is not essential, we do use rail trans- 
port.” (Abrasives and asbestos) 


OS: 


“Today a larger percentage of our outgoing freight 
movement is by truck than it was formerly. Present-day 
trucks are bigger, more powerful and they can travel 
faster than those that were in use ten and twenty years 
ago. The number of our warehouses has been reduced be- 
cause it is now possible to serve a larger area with present- 
day trucks than it was formerly.” (Chemicals) 


+) © 


“Rail transportation continues to be our mainstay for 
raw materials and finished products. However, the in- 
creased freight rates authorized and so obviously necessary 
as a result of increased wage and material costs have 


made it possible for highway carriers to increase substan- 
tially the tonnage which can be handled at rail rates or 
lower for distances up to 200 to-300 miles.” (Abrasives 


and asbestos) 
* & 


“At the present time we have curtailed our purchasing 
program so as to reduce our inventories to a better op- 
erating level and in the process, we have placed purchase 
orders for small lots. It is expected that these purchase 
orders will result in more items coming to us by way of 
truck rather than rail. On the other hand, we have in- 
stituted a new system for ordering by our distributors 
which will result in large parts orders going to each dis- 
tributor once each month. When this plan becomes fully 
operative, it is expected that the truck shipment per- 
centage will diminish and rail shipment increase.” (Special 


industrial machinery) 
* 


“For inbound materials we prefer rail, as the unloading 
of cars can be scheduled and does not present a problem. 
The unpredictable arrival of trucks is against this means 
of transportation. Trucks must be unloaded when re- 
ceived and they often arrive late, requiring overtime. 
Trucks seem to have a habit of arriving in bunches, in- 
conveniencing all concerned.” (Chemicals) 


Ee 


“Our traffic department has made a recent study of 
the various types of transportation. We feel our rail- 
roads have done a remarkable job and we believe they 
will continue to improve service. Carloads move generally 
in excellent time. We believe our railroads know how to 
cut the cost of transportation but, owing to demands of 
their labor not only for higher wages. but for unreason- 
able and unnecessary working rules, it is not possible for 
them to make many of these reductions. I believe trucks 
will handle more and more l.c.l. shipments, but it may be 
possible for the railroads to find ways to speed up their 
lel. lots and cut their costs and, if they do so, then I 
believe such railroad service can and will be used with 
over-all benefit to many.” (Chemicals) 


n & & 


“Because of the increase in some rail rates, we are 
able to ship to some points by motor truck at a saving 
over the rail rates; trucking also is often more advan- 
tageous than rail because the minimum truck load is 20,- 
000 pounds, whereas the minimum rail weight is 50,000 
pounds.” (Miscellaneous primary producer) 


Hs 


“From the standpoint of service to our customers, on 
long hauls and carload shipments, railroad transporta- 
tion is both the best and most economical. In the case of 
short hauls, because of pickup and delivery service, motor 
trucks are frequently better, especially where rail ship- 
ments have to be transferred from one carrier to another. 
So far as cost is concerned, during the last ten years rail- 
road rates have been as cheap as or cheaper than the ay- 
erage motor carrier. Furthermore, there is always a 
hazard of loss of product and possibility of uncollectible 
damage and loss claims from truck carriers. While these 
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comments do not apply to all motor truck carriers, it is 
a factor which must be considered.” (Lumber) 


ee. 


A few executives believe that the railroads are still 
at a “disadvantage in regard to taxes paid and up- 
keep of facilities as compared with motor trucks and 
their free use of highways” although “there has been 
some attempt to equalize the tax burden.” It was 
also observed that “if the railroads are permitted to 
run down during peacetime, then we could be in 
jeopardy in time of war and therefore railroads should 
receive the support of all commercial and industrial 
enterprises.” 

Another executive observed that “research to help 
solve the present problem of railroad service and to 
keep it a private enterprise is essential. As soon as 
there is a letup or weakening in rail service, industry 
as a whole begins to feel the result. From this it 
looks as if industry must keep rail service in as good 
condition as it keeps its own property and equipment. 
Industry’s service and equipment must reach right 
to the customer’s door. Trucks, waterways and air 
service can and do have a place in our over-all trans- 
portation needs but we need the railroads just as we 
need our privately owned equipment to have a fully 
developed and efficient American industry.” 

A number of executives believe that better coordi- 
nation of all transportation service is required. It is 
felt that many economies and faster service could be 
effected in this way. Through better coordination 
each form of transportation could perform the service 
for which it is best suited. These views of industrial- 
ists are shared by some railroad executives. Thus, 
one railroad executive observes: 


“Railroads seek no special privileges but simply ask 
for the maintenance of a sound national transportation 
policy based on the principle of a fair field to all and 
special consideration to none. On this basis, each mode of 
transportation will find its useful sphere of operations. 
. . . While recognizing that there may be certain service 
which could under express conditions be appropriately 
handled by air, water or highway, we feel that the rail- 
roads should be permitted to function not only as a rail 
transportation instrumentality but to embrace, when the 


whole picture justifies it, other instrumentalities such as . 


air, water or highway, when the transportation needs show 
that such is essential.” 


Another railroad executive expresses a_ similar 
thought in observing that “any two or more different 
forms of transportation should be permitted to oper- 
ate under single management if doing so would be 
in the public interest.” He further contends that 
“government expenditures for all transportation fa- 
cilities should be subjected to the same test as to 
public convenience and necessity and economic justi- 
fication that is applied to the application of the rail- 
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roads for the building of new lines and for the exten- 
sion of old lines by the Interstate Commerce Com- 
mission.” 


Water Carriers 


A major problem confronting coastwise and inter- 
coastal steamship lines is the restoration of their 
competitive position through cost and rate reductions. 
While some executives noted that they are again 
using these steamship lines to advantage, many others 
state that service has only been partly restored and 
that the private lines are finding it.difficult to operate 
profitably. A paper manufacturer reports that “costs 
of water carriers have risen so sharply during and 
since the war, with consequent increases in rates, that 
much business which they formerly handled has been 
lost by them.” A nonferrous metal manufacturer 
states that: 


“There is very limited coastwise service available at 
the present time, most of the lines having suspended op- 
erations at the time the United States Maritime Com- 
mission withdrew as operators of the steamers in this 
trade on February 28 of this year. The obvious reason 
for cessation of operations is the inability of private lines 
to operate on a profitable basis. The imtercoastal steam- 
ship lines are still operating their water carriers for the 
account of the Maritime Commission and will do so until 
July 1, 1947. Whether or not the Maritime Commission 
will continue operations beyond this date is, of course, 
problematical. If not, it is questionable to what extent the 
steamship lines will continue intercoastal service as pri- 
vate operators. . . We will welcome the time when 
coastwise rail-water freight rate levels may be such as to 
justify the employment of this means of transportation.” 


Similarly, a cement manufacturer finds that “from 
the standpoint of economy, water transportation 
today offers practically no saving. It has been our 
experience in many instances that water movement 
is more expensive than a similar movement by rail. 
This is owing to the large quantities involved, the 
extremely high rates demanded by maritime work- 
ers, and the extra expense incurred in handling and 
storing the large quantities at the final delivery 
point.” For intercoastal service, however, a number 
of executives report increased shipments by steam- 
ship lines “at a considerable saving over the all-rail 
rate.” Some shippers hope to extend this service “as 
soon as increased inventories will permit the longer 
transit time.” 


Air Lines 


Air lines are being relied upon to an increased de- 
gree for the shipment of urgently required repair parts 
and other products. A number of executives indicated 
that they would ship larger quantities by air if rates 
were further reduced. There are, of course, certain 
obvious limitations on the types of products which 
can be moved by air. 
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One interesting example of increased reliance upon 
air transportation is given by a miscellaneous metal 
manufacturer whose products are relatively light in 
weight and not bulky. “Last August,” this manufac- 
turer reports, “we began the practice of shipping solid 
DC-3 loads of our products from our eastern plants to 
our warehouses on the West coast. We intend to con- 
tinue to make use of this form of transportation 
despite the expense because we are better able to 
control our mixture of finished goods inventories in 
our warehouses.” Some other comments on air freight 
and express are given below: 


“We have found air express service highly effective for 
expediting urgently needed parts shipments, although the 
cost is prohibitive for large shipments. We do believe 
that the use of air freight will rapidly expand provided im- 
proved operating techniques can be developed which will 
reduce costs.” (Machine tools) 


Se A 


“Our perishable merchandise and our highly seasonable 
merchandise are shipped by express and by air freight. 
The use of air freight was started about a year ago when 
the first coal strike started to shut down rail transporta- 
tion out of New York City. At that time we found air 
express and air freight to be so satisfactory that we are 


continuing it on most of our highly seasonable merchan- 
dise.” (Retail trade) 


Co) ee 


“Air freight, in my opinion, is a coming method for 
rush shipments. As this service is still in its infancy, the 
rates are higher than railway express but lower than air 
express.” (Special industrial machinery) 


ee dene: 


“We are in many instances prohibited from using air 
transportation for our product because the present air- 
plane design is generally such that the concentrated load 
encountered in shipping even repair parts cannot be car- 
ried unless the part is mounted on an over-size skid or 
platform to spread the load over a greater area than is 
actually involved in the piece to be shipped. It would 
seem probable that an expansion of air-freight facilities 
would lead to the design of planes which would be in a po- 
sition to carry a greater concentrated load, and we then 
would probably be in a position to use air service to a 
greater extent.” (Industrial machinery) 


Other Transportation 


Experience has varied with other methods of trans- 
portation such as railway express, parcel post and 
carloading companies. These services are confronted 
by many of the same problems, such as congestion, 
costs, etc., facing the railroads, steamships, truck lines 
and air lines. Some manufacturers speak of shifting 
their shipments from one form to another. Thus, a 
machine-tool company reports that its great problem 
with “parcel post has been the tremendous number 
of packages that have been lost and for that reason 
we have been shifting to express shipments more and 


more.” Some manufacturers turned in some very 
favorable reports on railway express, while others in- 
dicate their experience has been less favorable. 


TRAVEL 


Selection of the type of transportation used by per- 
sonnel is governed largely by personal preferences, 
urgency of trip, length of trip and weather condi- 
tions. The preferred method for salesmen and other 
personnel making a substantial number of calls in any 
given territory is by automobile. For long trips the 
airplane is frequently favored although weather con- 
ditions and other factors contributing to the uncer- 
tainty of air schedules are deterrents. No fixed com- 
pany policy was reported in most instances. One com- 
pany, however, stated that none of its personnel is 
“permitted to ride on airplanes at the company’s 
expense. This is a health as well as a safety measure.” 
On the other hand, another company which until re- 
cently had restrictions on air travel has now lifted 
them. 

A few companies have their own planes. Some have 
found this practice advantageous as, for example, an 
executive of a special industrial machinery company 
who reports: “The decided advantage of our own 
airplanes is the fact that it is possible to leave at 
irregular hours, and at three of our plants we have 
airports within the immediate vicinity of the plant 
premises. In other words, our executives are able to 
work throughout the day and to leave in the late 
afternoon and still arrive at the other plant in time 
for a good evening’s rest.” Where foreign travel is 
involved, many executives commented on the time 
saved through the use of the airplane. Generally, 
however, the means of transportation selected de- 
pends upon the circumstances surrounding a particu- 
lar trip and the preferences of personnel are always 
considered. 


PACKAGING AND HANDLING 


The most frequently mentioned change in the 
methods of packaging is a shift from wooden boxes 
to paper cartons. During the war many companies 
experienced excellent results with new types of pack- 
aging and some of these have continued in use. Im- 
provements have also been made in the handling of 
goods, and the use of skids and pallets has grown in 
popularity. Progress has also been made in the de- 
signing of special-purpose equipment to handle par- 
ticular types of commodities. New types of railroad 
cars and truck trailers have been devised. A special 
industrial machinery producer reports on an interest- 
ing experiment with the movement of his product by 
a specially designed trailer where freight cars were 
previously employed. Ordinarily, machines shipped 
by rail had to be first erected at the producer’s plant, 
then dismantled and boxed and then erected again 
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at the customer’s plant, a process requiring an aver- 
age of twelve weeks. By the new system only sixteen 
days were required to ship and install the machine 
in a customer’s plant. Some of the developments in 
the field of packaging and handling are illustrated in 
the following comments: 


“On domestic shipments, we are tending toward a 
greater use of fiberboard cartons as opposed to wooden 
boxes. Our experience with cartons has been generally 
favorable. The reasons for the change are several: first, 
there is a saving in packing labor; second, there is a 
saving in materials; and, third, there is generally a sav- 
ing in transportation charges because of less weight. 

“Our war experience did teach us some valuable lessons 
in export packing. We are now taking greater precautions 
to insure moisture-proof packing. We do not feel that 
this added protection is increasing our over-all export 
packing costs because we have been able to eliminate tin 
lining in many instances.” (Instruments and controls) 


* *& 


“We are constantly studying the packaging of our 
products. The first and main idea is to make certain 
that our goods are sufficiently and properly packed and 
adequately boxed and covered so as to insure their arrival 
at destination without damage. During the war we 
ventilated cases containing large pieces of apparatus to 
prevent corrosion. This same practice is now being fol- 
lowed with our export packing. Vapor moisture bearers 
were also used for the delicate pieces of apparatus and we 
have now developed a new material to prevent corrosion.” 
(Electrical supplies) 

ee eT Oe 

“Since the close of the war, we have improved our 
methods of handling materials principally through vari- 
ous styles of conveyors, tow motors and hand trucks, many 
of such methods being adopted from our experience dur- 
ing the war.” (Miscellaneous metals) 


Ca oe 


“Searcities and high cost of lumber and labor during 
the war and continuing today have helped to promote the 


use of pallets in carload shipments as shippers, carriers 
and consignees become equipped to handle such parcels. 
We expect that some of our incoming and particularly 
our outgoing shipments will be handled in this manner.” 


(Nonferrous metals) 
** *& 


“We are making test carload shipments of our products 
crated and also skidded and wrapped in fiberboard, the 
shipments being strapped into two floating units in one 
railroad boxcar.” (Electrical apparatus) 


SEO aes oe 


“The use of pallets makes possible quicker loading and 
unloading, thus relieving hauling equipment for greater 
usage.” (Automotive equipment) 


My Pg) 


“We have made some forward progress in the types of 
packages we use, most of which have been worked out in 
cooperation with the development of standard quantities 
and the education of customers to order in standard 
quantities which would permit the use of standard types 
of packages. We have likewise made studies of better 
methods of carloading and in many instances certain 
segments of shipments would go in bulk where they 
could be properly packed without going to the expense of 
outside packaging. We likewise have been experiment- 
ing with, and to some degree using, what used to be 
known as skids and are now referred to as pallets. This 
method is very satisfactory and less expensive. It can, 
however, only be used in the handling of certain of our 
commodities.” (Abrasives and asbestos) 


7. 46 


“There is one new method which has been employed for 
about two years and which is working very successfully 
and that is the construction of pulpwood rack cars for 
transporting pulpwood from origin to the mills. This 
method has a two-fold purpose: (1) to utilize other than 
boxcars, and (2) as a cost reducing item.” (Paper) 


Henry E, Hansen 
Division of Business Practices 


Railroads Today 


AILWAY freight traffic so far this year is run- 
ning well ahead of 1946 when it exceeded any 
other peacetime year.1 Last year’s record would have 
been even higher had there been no strikes in coal 
mines and sufficient freight cars to move goods on 
hand. 
Traffic carried by Class I steam railways? in 1946 
totaled 592.0 billion revenue ton-miles and 64.7 bil- 
lion revenue passenger-miles, a decline of 19.7% and 


1Freight traffic in 1946 was about 40% greater than the 1923-29 
average, 30% above the boom year of 1929, and 25% greater than 
in 1941. 

2Class I operating companies are those having an annual revenue 
above $1 million; these roads carried 99.4% of all railroad passengers 
and 95.3% of all railroad freight in 1944. 


32.3%, respectively, from the record high of 1944 and 
of 13.0% and 29.4% from the 1945 performance of 
these roads. The number of carloadings remained at 
virtual wartime levels, with an average of 795,000 a 
week. This was only 14% below the average for 
1945 and 4.7% below the 1944 all-time peak. Carload- 
ings have remained high because of shorter peacetime 
hauls and a lowered tonnage load. 

Railway earnings did not keep pace with operations 
in 1946, largely because of increased costs of labor, 
fuel and equipment. Average hourly earnings and an- 
nual earnings of railway employees in 1946 stood 
18.4% and 12.8%, respectively, above 1945, and 53.3% 
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Revenue Passenger-miles and Ton-miles for 
Class I Steam Railways 


Source: Interstate Commerce Commission 


In Billions 
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and 62.6% above 1939. (See Table 2.) Increases in 
payrolls totaled about $680 million and brought about 
a rise of $41.5 million in payroll taxes. Prices of rail- 
way materials in December, 1946, were 17.0% higher 
than in the similar month of 1945 (see Table 3). 
Today, the average cost of a boxcar is about $3,600, 
or 30% above the 1940 price. 

Net income of Class I steam railroads was $289 mil- 
lion in 1946. This was the lowest total since 1940, 
35.37% below 1945, and 68.0% below the 1942 all- 
time high. Exclusion of federal income-tax credits 
for 1946 and the accelerated amortization of wartime 
projects in 1945 brings earnings 80.4% below 1945 
and 86.8% below 1942.. (See Table 1.) 

Freight revenues in 1946 declined 11.4% and pas- 
senger revenues 26.7%. Wartime conditions generally 
prevailed in 1945 and the situation then was essen- 
tially as described by Joseph L. White of the Office 
of Defense Transportation: 


“During World War II there was a tremendous in- 
crease in travel arising not only from the movement of 
the armed forces both under orders and on furlough, but 
from the increase in the national income, the relocation 
of large numbers of industrial workers and the scarcity: 
of many commodities creating an insistent demand for 
civilian travel far greater than could be satisfied by vari- 
ous transportation agencies. Due to the shortage of gaso- 
line, tires and new passenger cars arising from the war 
conditions, there was a sharp reduction in intercity travel 
by private motor car. The increased travel load arising 
from the war fell chiefly on the railways, although the 
travel on motor buses was much heavier than in prewar 
years.” 
1The Crosser Act, which became effective January 1, 1947, ex- 

panded the retirement tax rate paid by employers from 314% of the 
payroll to 534%, and constitutes a further increase in costs for the 
current year. On top of this, union officials, representing a million 


non-operating railroad workers, have declared that a new wage de- 


mand of 20 cents an hour will be presented in the negotiations 
scheduled for late April. 


*Joseph L. White, “Analysis of Railroad Operations,” 1946, p. vi. 


Since many of the factors which contributed heav- 
ily to passenger traffic during the war are no longer 
operating, a substantial diminution of revenues from 
this source has resulted. 

Operating expenses as a proportion of operating 
revenues in 1946 were 5% above 1945 and 14% above 
1939. (See Table 1.) This ratio is a good indicator 
of trend since federal income taxes are not a factor 
in it. 

URGENT NEED FOR REPLACEMENT 


At the close of World War II, the railroads found 
themselves with plant and equipment run down and 
worn out from heavy wartime operations. During 
the war, carriers were unable to procure sorely needed 
freight cars to replace obsolete and dilapidated equip- 
ment. Car production had been retarded during the 
depression years, so that the railroads had only 1.6 
million freight cars at the outbreak of World War II 
as against 2.3 million freight cars at the start of 
World War I. 

Approximately one third of the 1,667,776 freight 
cars owned by railroad companies in August, 1946, 
were more than twenty-six years old, an age at which 
breakdowns repeatedly occur.* 

R. V. Fletcher, former president of the Association 


1Kighth Report of Director of War Mobilization and Reconversion, 
October 1, 1946, p. 65. 


Table 1: Revenues, Expenses, and Income of 
Class I Steam Railways 
Source: Interstate Commerce Commission 
Millions of Dollars 


hie Guilway | Railway alee 4 yale : 
Ti Ti 7 

oy Revenues | Hapenses | Operating | Income | o 8 76 of 

Revenues 
1099.45 do ertanie es 6,278 4,506 897 71.8 
OS Bic 2 Ae een ae 8,094 2,249 474 6d ae on 
LOSE. Seow ee se 4,053 2,931 667 165 72.3 
NOS Te ares oie Nout 4,166 8,119 590 98 74.9 
TOSSE 2 Seen coo 8,565 2,722 373 123d 76.4 
1980.00 towne 8,995 2,918 589 93 73.0 
VGA 2 nae setenwets 4,297 8,089 682 189 71.9 
OAT oS orate ta aie 5,847 3,664 998 500 68.5 
TO48)  cthavere ase 7,466 4,601 1,485 902 61.6 
LORS. 4 cidin tes, ert rete 9,055 5,657 1,360 873 62.5 
LOGS Be Ao eres 9,437 6,282 1,106 667 66.6 
1946: 2.315 ceeee es 8,899 7,053 849 447a 79.3 
TOG. Sexton seshkots 7,627 6,357 620 289a 83.3 
January......... 641 490 7 34 76.4 
February........ 579 450 58 29 Vi fens 
646 628 20d 49d 97.2 
567 508 10 21d 89.6 
533 492 5d 87d 92.3 
612 517 388 15 84.5 
674 542 63 $2 80.4 
710 556 82 53 78.3 
September....... 660 530 67 39 80.3 
October ceacu. tt. 710 558 85 57 78.6 
November....... 658 536 64 38 81.5 
December....... 637 550 103 89 86.3 


aRestated to eliminate 1946 federal income-tax credits and the effect of 
unusual accounting for accelerated amortization of defense projects in 1945, the net 
income figures for 1945 and 1946 would be approximately $607 million and $119 
mal Sone eee or 
icit 


a 
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of American Railroads, in hearings before the Inter- 
state Commerce Commission in March, 1946, stated 
that the aggregate demand of railroads at that time 
was in the neighborhood of 131,000 new cars. There 
were, however, only 94,947 cars on order in early 
April, according to the American Railway Car Insti- 
tute. Manufacturers of rolling-stock parts are confi- 
dent that they can produce 9,700 freight cars in June 
and 10,000 in each subsequent month, provided a suf- 
ficient quantity of steel and pig iron is at their dis- 
posal. 


Table 2: Number and Compensation of Employees 
of Class I Steam Railways 
Source: Interstate Commerce Commission 


Average 


Total Average Average 
Employees T 

A (WERdhe ot | Hours | Compen- | Compen- Sees 

rie Month Paid for (Millions t Hour | Employee 

Count) | (Millions) | of Dollars) | (Dollars) | (Dollars) 

(Thousands) alts po 

TOSS Pease « 4,347 2,897 . 666 1,744 
M7530 ioe eee 3,760 2,551 .678 1,714 
1931.. 3,039 2,095 .689 1,664 
TOSSe es... 2,378 1,513 .636 1,466 
nC Sree. 3 eae 2,233 1,404 .629 1,445 
OSA aye kis 2,394 1,519 .635 1,508 
TOS”. 2,397 1,644 . 686 1,653 
ROSE heey st: 2,675 1,849 .691 1,735 
TOBE Reeves + 2,800 1,985 .709 1,781 
1938. 2,330 1,746 .750 1,859 
LOSS ee... 2,489 1,863 749 1,887 
WOAO rnee.. 2,616 1,964 751 1,913 
1941. 2,990 9.332 . 780 2,045 
LO49 [cen : -:. 3,441 2,932 . 852 2,307 
USS sc as 3,816 3,521 . 923 2,598 
1944. e232... 3,997 3,858 . 965 2,727 
1945. 3,980 3,862 .970 2,720 
RONG errs so 3,633 4,170 1.148 3,069 


Freight rates were raised an average of 6.5% as of 
July 1, 1946, and another increase of 17.6% above 
rates prevailing in June, 1946, became effective Jan- 
uary 1, 1947. The Interstate Commerce Commission 
estimates that the recent increase could add about $1 
billion to revenues, but rail officials do not share this 
optimism. Instead, they estimate that freight rev- 
enues in 1947 will range about $800 million above 
1946. A decline in passenger revenues of 25% would 
cut a slice of $300 million out of the over-all gain and 
perhaps the rails would realize about $500 million, 
after allowing for the drop in passenger travel. 

Passenger fares have not increased since February, 
1942, when a 10% increase was granted. Even this 
increase was supposed to expire six months after 
official declaration of the war’s end, but permission 
has been granted to maintain the increase after the 
expiration date. 

Excluding war years, passenger traffic has never 
been a money maker for railroads. Peak income from 
passenger traffic was in 1945 when Class I railroads 
earned $98 million. But with the sharp decline in 
traffic last year, coupled with the steep rise in costs, 
railroads incurred a deficit of $44 million in passenger 


Table 3: Index of Railway Material Prices 
Source: Association of American Railroads 
May, 1933=100 


Materials and 


As of December Supplies (Other (Osa Oil) All Material 


than Fuel) 
OB Os aay wo. aetsharacncke chive 130.7 134.3 131.9 
NOB ee ta sae hase tba stone liste 135.1 134.1 
LOA eee a fe a et eae 146.4 148.4 147.0 
O42 rte eeitins = Meanie sous 153.1 155.2 153.8 
OARS Recess Man catai ert, 5 159.5 180.5 166.2 
GAA Rae da ae ae ae 162.4 185.1 169.6 
1945 SF ie. sates 170.0 195.9 178.2 
LO4G6 5 oeF (Borie: oe ee 199.2 298.5 208.5 


revenues. Without carry-back tax credits the deficit 
would have been $65 million. 


OUTLOOK 


Barring strikes and delayed deliveries, railroad ex- 
penditures on expansion and improvements are ex- 
pected to reach an all-time peak in 1947. In view of 
the difficulty of procuring equipment, railroads have 
had no alternative but to make large expenditures on 
cars which otherwise would have been discarded. 
With additions of plant and rolling stock, much waste 
would be eliminated and cost ratios would go down. 
Following World War I, railroads launched a large 
program of capital expenditures. The result was that 
their operating ratio and their unit cost per ton mile 
were reduced. 

Prospects for railroads over the long term are 
clouded by intensified competition from all forms of 
transportation. Water carriers compete for bulk 
cargo, and air carriers compete for long-distance pas- 
senger travel and for the movement of costly or high- 
ly perishable goods. Even deep inroads into railroad 
freight short hauls will be made by motor trucks. 
Buses and private automobiles will also make a dent 
in short-haul passenger trade. 

The outlook for the full year of 1947 is, of course, 
contingent upon the freight-car situation, operating 
costs, and general business conditions. 


Suirtey S. HorrmMan 
Wim B. Harper 
Division of Business Economics 


Business Book Shelf 


Marketing by Manufacturers. By Charles F. Phillips. Chicago: 
Richard D. Irwin, Inc. $5.00. 

A series of contributions by marketing specialists. Part I 
presents an over-all picture of the distribution structure for 
manufactured goods. Part II discusses marketing policies 
and research. Parts III to VIII treat the product from its 
conception through distributive channel, pricing, advertising, 
selling, and warehousing policies until it reaches the con- 
sumer. Part IX deals with foreign market problems. 
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Inventory Buying 
under Scrutiny 


NVENTORY and buying policies of industrial pur- 

chasers are being governed by extreme caution, 
according to reports from various sources. Although 
increased production is expected over the next few 
months, many companies are maintaining supplies 
only to the extent of definitely scheduled production. 
As to buying policies, short-term commitments are 
said to be the order of the day. 

A new high was reached in manufacturers’ inven- 
tories at the end of January, when their book value 
rose another $385 million to total $20.7 billion. This 
increase for January, the latest month for which fig- 
ures are available, was about equally divided between 
the durable and the nondurable goods industries and 
was at about the same rate as for the preceding two 
months. 

In dollar value, the inventory rise for the nondur- 
able goods group centered in the food, tobacco, and 


apparel industries, while half of the rise among the - 
durable goods industries was accounted for by the 
machinery industries. (This is not apparent by exam- 
ining the individual indexes. However, the machinery 
industries, which are heavily weighted, greatly influ- 
ence the total index.) The remaining half was divided 
between the nonferrous and the automobile indus- 
tries. In several major industries—notably iron and 
steel, building materials, textiles, and petroleam— 
no rise whatever occurred, and in a few cases there 
was a decline in total inventories. 

Manufacturers’ billings in January totaled $13.2 
billion. This sum exceeded the December volume 
by $375 million. However, an extra working day 
resulted in a daily average rate about equal to that 
of December. A small increase in value of shipments 
by the durable goods industries, reports the Depart- 
ment of Commerce, was ofiset by the decline in the 
nondurable group. Declines in the automobile, non- 
ferrous metals and machinery industries represent a 
slowing down from the very high December levels, 
when many types of consumer goods were rushed to 
market for the holiday trade. j 

Anita R,. Kopetson 
Division of Business Economics 


MANUFACTURERS’ INVENTORIES, SHIPMENTS AND NEW ORDERS 
Source: Department of Commerce 
Index Numbers, 1939=100 


January || December! | November! | October 


Item 

ENVONCOTIER® 45 staewie ais tole k deme eeldiateielete 208 204 
Diurrable poodssc.. semen s.n8 Aste oe eee eles 225 221 
Automobiles and equipment............. 267 255 
Transportation equipment (except autos) 820 817 
Iron and steel and products.............. 139 139 
Nonferrous metals and products.......... 178 165 
Machinery, including electrical.......... 301 293 
Nondurable goods..............000eee000 193 190 
Chemicals and allied products............ 197 195 
Food and kindred products.............. 207 200 
Paper and allied products................ 187 187 
Petroleum refininig, +jscie's .i.\s's,siesisisis se ote os 134 134 
Textile-mill products............./....+- 173 174 
Dilipmentsse. css ratk vehi se Ai ah trai 273 276 
Durable\ goods, (tices at tide tieeO emo 294 290 
Automobiles and equipment............. 246 252 
Transportation equipment (except autos). 607 560 
Tron and steel and products.............. 245 233 
Nonferrous metals and products.......... 325 340 
Machinery, including electrical........... 338 342 
Nondurable foods: a. vichecsse oe ee meet oe 259 266 
Chemicals and allied products ........... 264 255 
Food and kindred products.............- 297 307 
Paper and allied products................ 261 Q47 
Petroleum and coal products............. 229 236 
Textile-mill products............ 0.00000: 218 221 
BI PWTAORCOEA or 5.5,5 573 Fos scisen ok a eer eee 241 236 
DUA IE MODUS 5 ess Pu St da. saledeat Cree 268 263 
Iron and steel and products.............. 293 276 
Machinery, including electrical........... 308 319 
Nondurable goods..............0..000.005 224 221 


1Revised 
*Figures relate to the end of the month. 


1946 Percentage Change 
Dec., 1946 | Jan., 1946 


to to 
Jan., 1947 | Jan., 1947 


200 197 190 186 165 +2.0 +26.1 
Q15 211 206 200 171 +1.8 +31.6 
259 263 258 252 191 +4.7 +39.8 
781 739 708 684 579 +0.4 +41.6 
137 137 134 131 118 0.0 +17.8 
167 167 163 161 135 +7.9 +31.9 
284 276 268 261 223 42.7 +35.0 
187 184 176 173 159 +1.6 +21.4 
185 180 174 171 165 +1.0 +19.4 
199 195 184 183 170 +3.5 +21.8 
183 183 181 178 157 0.0 +19.1 
134 132 129 124 ill 0.0 +20.7 
173 174 171 168 136 -0.6 +27.2 
267 244, 240 — 222 184 han +48.4 
278 262 259 233 169 +1.4 +74.0 
235 Q17 216 188 88 2.4 |+179.5 
503 506 531 457 572 +8.4 +6.1 
237 228 229 212 140 +5.2 +75.0 
319 289 276 241 172 4.4 +89.0 
315 287 289 257 199 hie +69.8 
260 231 227 215 195 2.6 +32.8 
250 224 223 206 203 +3.5 +30.0 
306 248 244 253 218 -3.3 +36.2 
242 225 222 198 182 +5.7 +43.4 
219 203 209 196 161 -5.9 +37.9 
221 217 207 180 178 -1.4 +22.5 
233 228 228 211 188 +2.1 +28.2 
254 248 254 232 176 +1.9 +52.3 
274 267 281 250 165 +6.2 +77.6 
314 318 321 292 215 -3.4 +43.3 
221 215 212 198 196 +1.4 +14.3 
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Tax Aspects of Company Donations 


by J. H. LANDMAN 
Peat, Marwick, Mitchell & Co. 


ORPORATIONS should now be alert to the fact 
that under certain conditions the government 
will no longer share in the cost of their charitable 
contributions. President Truman’s declaration of the 
end of hostilities on December 31, 1946, invokes the 
provision of Section 23 (q) of the International Reve- 
nue Code which provides that corporate contributions 
to unincorporated charities made within a taxable 
year beginning after the date of cessation of hostilities 
shall be deductible only if they are used within the 
United States or its possessions. Contributions by a 
corporation to domestically incorporated charities for 
foreign philanthropy, and to approved incorporated 
and unincorporated charities for domestic philan- 
thropy may still be deductible, within limits, on tax 
returns. This distinction between incorporated and 
unincorporated organizations for foreign welfare work 
does not apply in the case of individual taxpayers. 


LEGAL BASIS FOR DEDUCTIONS 


Legally, the ordinary business corporation has no 
power to make gifts to charity without statutory or 
charter authority depending on the _ respective 
state laws. Such conduct would be in violation 
of the rights of the stockholders, no matter how 
worthy the cause. Even where such authority is pro- 
vided, many corporations consider it well advised to 
have a provision in the by-laws prescribing desig- 
nated officials to donate limited sums of corporate 
profits to charitable and welfare organizations. 

In the absence of such legal provision, the dona- 
tion of corporate funds to such enterprises would be 
defensible only on business grounds, and for taxable 
years beginning prior to January 1, 1936, such do- 
nations were deductible on tax returns only if they 

_ could meet this qualification. In this regard, the 
courts have been liberal in construing the purposes of 
corporate contributions to such organizations as be- 
ing actually commercial in nature when challenged 
by minority stockholders or creditors. 

In subsequent years, such contributions were per- 
mitted as tax deductions up to 5% of net income 
when they were for use within the boundaries of the 
United States or its possessions. The Revenue Act 
of 1942 further broadened this provision to permit, as 
a war measure, the deduction of corporate contribu- 
tions to all types of organizations conducting chari- 
table work abroad. A qualification was added, how- 
ever, that contributions not to a domestically incor- 
porated organization but “to a trust, a chest, fund, 


or foundation, payment of which is made within a 
taxable year beginning after the date of the cessation 
of hostilities in the present war, as proclaimed by the 
President,” shall be deductible “only if such contribu- 
tions or gifts are to be used within the United States 
or any of its possessions.” Corporations are not barred 
from: making such contributions, but they may no 
longer deduct these sums on their tax returns. 
Corporations may, however, continue to deduct 
contributions to approved corporate and unincorpor- 
ated charities for domestic philanthropy, and contri- 
butions to domestically incorporated charities for for- 
eign philanthropy. Further, the full tax deduction 
permissible can still be enjoyed by a corporation for 
a contribution to an unincorporated international or- 
ganization if, in making the gift, the corporation ear- 
marks the money for use in the United States or its 
possessions, but in many instances this would defeat, 


_in large measure, the purpose of the gift. 


DONATIONS AS BUSINESS EXPENSES 


Under certain circumstances, corporate donations 
may be deductible as business expenses under Sec- 
tion 23 (a) of the code, and as such are not limited 
to 5% of net income, and need not be paid in the 
year of the deduction. To qualify under this section, 
these contributions or donations must have a business 
purpose and must be proportionate to the profits ex- 
pected (although not necessarily to the profits real- 
ized). For example, payments to a local hospital in 
exchange for medical services for employees, or con- 
tributions to a convention of a remote industry are 
considered legitimate corporate business expenses, and 
thereby deductible under Section 23 (a), if reason- 
able profits are anticipated. If any part of the gift is 
for philanthropic purposes and as such is deducted as 
a contribution, however, no part of the gift is allowed 
as a business expense. 

By and large, these legal limitations restrict the 
charitable activities of corporations, because dona- 
tions that can meet the qualifications necessary to 
justify the outlay as a business expense rarely meet 
the need for funds by charitable and welfare organi- 
zations. Yet corporations almost universally support 
charitable and welfare work. Only one out of 578 
manufacturing corporations surveyed by the National 
Industrial Conference Board in connection with the 
study, “Company Policies on Donations,’! did not 
contribute to some charitable enterprise. 


1Studies in Business Policy, No. 7, May, 1945. 
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Contributions Reported on Federal Income-Tax 
Returns 
Source: United States Treasury Department 
Millions of Dollars 


Tax Year Contributions || Contbutions 
1 ie OP De Ree eee 390 30 
TuaTsee. steer edt. jn ce amelie 445 33 
DORA or Lee oe ee 414 27 
EOSIN SURE at 5 AL ANY 2 499 31 
PRN BAG ADS ea Be 740 38 
ETRE RTA Pa Bani. 1,002 58 
Bone eee ees 0 Ne 1,450 98 
Ape Ns ls Na ned 157 


n.a,—Not available 


The extent to which corporations as well as indi- 
viduals have availed themselves of the tax induce- 
ments offered by our tax laws to engage in philanthro- 
pic work is revealed by the accompanying table. 

Corporation charitable contributions are at present 
deductible taxwise when they are made to: 


1. Domestic corporations for domestic or foreign phil- 
anthropy; 

2. Trusts, chests, funds or foundations operated only 
for religious, charitable, scientific, veteran service, child 
care, literary or educational purposes, exclusively for do- 
mestic use; or 

3. The United States or any of its political subdivisions. 


Corporate gifts made to individuals may not be 
deducted as charitable contributions. 

Where applicable, corporations may deduct as 
much as 15% of their net income for contributions in 
computing personal holding company surtaxes un- 
der Section 505 (a) (2) and up to 100% of their net 
income for Section 102 surtaxes. 

The donation tax benefit creates a special problem 
for closely held corporations. 

Are contributions made by them actually dividends 
of their stockholders? If the donations were originally 
pledged in the name of the corporation, and if the 
stockholders derive no personal benefit from the phil- 
anthropy, the contribution should not be considered 
constructive dividends of the stockholders. 


CONTRIBUTIONS BY INDIVIDUALS . 


Contributions made by individuals have similar 
tax advantages to those made by corporations. In 
addition, individuals are not restricted in regard to 
contributions to unincorporated organizations oper- 
ating abroad, and they may also deduct up to 15% 
of adjusted gross income for contributions as com- 
pared with the limit of 5% of net income on corpora- 
tions. In the case of a husband and wife filing a joint 
return, the 15% limitation applies to their aggregate 
adjusted gross income. Election of the standard de- 
duction by individuals, of course, eliminates the 
deduction for charitable contributions because they 


are allowed for in the Treasury’s computation of a 
standard deduction. 

Charitable contributions made by partnerships are 
not deductible under Section 183 (c) of the code in 
computing net income. Instead, each partner’s share 
of the total contribution is deductible on his individ- 
ual return. However, contributions by a partnership 
to further its economic interests are deductible as 
business expenses. 


OTHER TAX SAVINGS 


Few contributors, individuals as well as corpora- 
tions, avail themselves of the added tax savings 
attendant upon the donation of appreciated proper- 
ties instead of cash to charities. Contributions of such 
things as shares, bonds and land which have risen in 
selling price since their acquisition are worth as gifts 
their fair market values on the dates of the gifts. 
Moreover, the transfer of such property does not yield 
taxable gain to the donor. Had the donor first re- 
duced the property to cash before making the con- 
tribution, he would have been subject to a capital 
gains tax. On the other hand, if a property had de- 
clined in value while in the donor’s possession, by 
selling it first he can take the loss to offset his taxable 
income before making the contribution. 

Should property donated by individuals exceed in 
value the allowed limit of contributions of 15% of 
adjusted gross income, the excess would ordinarily be 
subject to gift taxes. But all donations for the vari- 
ous charitable causes under consideration are exempt 
from gift taxes. Of course, gifts made by individuals 
in excess of the allowable deduction of 15% of ad- 
justed gross income, though they are free from gift 
taxes, are made after full income taxes have been 
paid on them. 

TREASURY’S SHARE 


The Treasury’s share in the cost of donations is 
very generous. The income-tax savings on donations 
are from 21% to 25% for corporations whose taxable 
incomes range up to $25,000; as high as 53% for 
corporations with taxable incomes in the next $25,000 
bracket; and 38% for those whose taxable incomes 
are $50,000 or more. The income-tax savings on dona- 
tions by individuals, by and large, are even greater, 
particularly for those in the higher earnings brackets. 
The Treasury’s share in the cost is 19% for persons 
with surtax net income up to $2,000, and becomes 
progressively larger until a maximum of 8544% is 
reached for persons with surtax net income of more 
than $200,000. 

These tax savings, furthermore, relate only to fed- 
eral income taxes where corporations and individuals 
are also subject to state and local income taxes they 
have even greater tax savings on their charitable 


gifts. 


April, 1947 


BUSINESS RECORD 


117 


Survey of Business Praciices—continued 


Excerpts from Replies to Survey of 
Business Practices 


(See article on page 105) 


PRIMARY PRODUCTS 


Petroleum and Products: Pipeline and Marine Trans- 
portation 


“Where there is a fairly concentrated demand, pipe-line 
transportation has the advantage that a continuous supply 
may be maintained regardless of weather conditions. When 
alternative transportation by ocean tanker is feasible, it is 
preferable to pipelines. In the distribution of package goods, 
the objective is to avoid intermediate warehousing to the 
extent possible. Methods of travel by company personnel 
have not changed to any extent except that the company 
has acquired a plane for transportation of personnel in one 
area.” . . . “Our transportation has been modified since the 
war, owing in part to the extensions of pipe-line and water 
movement and in part to a considerably broader use of 
truck transport to obtain the benefits of flexibility both 
with respect to point of origin, point of destination and 
time of movement.” . “In the transportation of our 
finished products, raw materials and supplies, we utilize 
water transportation, both seagoing and inland, pipe lines, 
railroads and trucks.” . “In the movement of crude and 
finished products, the transportation methods used are pipe 
lines, marine, rail and truck transportation, with pipe-line 
and marine methods accounting for the largest part of the 
volume handled. The selection is dictated by cost and avail- 
ability. By far the majority of our movements from point 
of origin to destination employs two or more methods of 
transportation.” 


Steel Producers: Rail Transportation Favored 


“Railroads give the most economical and reliable service 

for approximately 75% of our tonnage. Our inbound ton- 
nage is almost entirely held to rail movement. We use 
highway transportation for outbound shipments in compara- 
tively small quantities within 300 miles from our shipping 
points because of delivery time required and also conven- 
ience of delivery at point of destination. As to cost, rail 
is lower than highway transportation, but usually the 
latter is in a position to furnish expedient service.” 
“Our material is so heavy that the majority of it is shipped 
by rail. Truck shipments have increased over the last few 
years for shorter hauls. In regard to personnel, about a 
year ago we purchased an airplane mainly for the use of the 
general management.” “Raw materials are brought 
into our plant by lake steamer, river barge and rail. Fin- 
ished materials are mainly moved by rail, supplemented by 
truck for odd lots and short hauls. An occasional emer- 
gency requirement of a small item is filled by airplane, but 
this is more in the way of showing off than a regular busi- 
ness practice.” . “Heavy commodities such as we manu- 
facture are not susceptible to smaller packaging which can 
be transported by parcel post, express or air cargo, but are 
confined chiefly to rail, water or truck, depending on vol- 
ume, urgency, cost, safety, distribution, etc.” 


METAL MANUFACTURES 


Automobiles and Equipment: Handling and Packing 
Developments 


“The use of truck equipment for handling both auto- 
mobiles and commodities is more efficient, reliable, and 
faster, although a little higher in cost than rail if unloading, 
siding-to-final-destination movement, etc., are not consid- 
ered. Scarcities of lumber for crating, paper and other 
wrapping and packing materials during the war were re- 
sponsible for our adopting simpler forms of crating, less 
extensive wrapping and packing, and elimination of wrap- 
ping on some items.” “Shipments are made primarily 
by truck and rail, with occasional shipments by air express 
where delivery time does not permit shipping any other 
way. Transportation of personnel is a matter of individual 
choice.” . “The bulk of our material is delivered locally 
or by motor freight because of door-to-door delivery. Our 
raw materials are received by truck where our source of 
supply is not too far away and by rail from longer distances. 
In so far as personnel is concerned, during the winter 
months we use rail transportation more frequently than 
during the summer.” . . . “We use rail and highway trans- 
portation, both carload and l.cl. Our products cannot go 
by air because of natural restrictions.” 


Electrical Machinery: Water Shipments Restricted to 


Export 


“Being shippers of large machinery, the bulk of our trans- 
portation is restricted to rail movement. In regard to 
smaller shipments, for relatively short distances we have 
found that motor trucks offer the most efficient form of 
transportation. We also use air for rush repair shipments 
and have found this to be very satisfactory. Our water 
shipments at the moment are restricted to export, the pres- 
ent available intercoastal water services not being entirely 
satisfactory. In the movement of personnel, we use both 
rail and air. service, depending on conditions at the time 
and also the destination.” . “Except for urgently needed 
repair parts, all of our domestic shipments are by rail. The 
increased demand for the smaller products of our manufac- 
ture has led to consolidated shipments to certain dispersal 
points for further distribution. Most of our personnel trav- 
el by rail.” . “We customarily use trucking for ship- 
ments within a radius of 260 to 300 miles. Otherwise we 
use the railroads for the great bulk of our material, and 
almost entirely for the movement of personnel. We do not 
use the waterways at all.” 


Machine Tools: Urgent Need Primary Consideration 


“Generally, shipment of our principal raw material by 
freight is adequate. If, however, we need faster service we 
have it shipped by motor truck. In the movement of 
finished goods for stock, we ship by freight if the weight 
is substantial or by express or parcel post if the pack- 
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age is small. Where the customer is in immediate need 
of the tools, we ship by the fastest method, using air 
express if this will save time. We have five outside stock- 
rooms and these are able to satisfy most of the demand in 
their areas.” . . . “Reliability of service, safety and cost 
are the important elements of our transportation problem 
both for shipment of goods and travel of personnel.” 

“We depend primarily on the railroads for the transporta- 
tion of personnel. Air service has been very satisfactory 
and is a great timesaver, particularly on the longer trips, 
but inability to fly in bad weather and the scarcity of res- 
ervations are still serious drawbacks.” . . . “Practically: all 
of our merchandise goes forward by rail or highway, 
depending upon which mode is available in these difficult 
shipping days.” . . . “About 80% of our product is shipped 
either by parcel post or express.” . . . “Because of weight, 
we must use the railroads for a substantial portion of our 
transportation. Within a radius of 250 miles, about 50% of 
our outgoing finished product is handled on the highway. 
On incoming shipments, we are about equally divided be- 
tween highway and railroad, with an occasional repair part 
shipment carried by air freight. Air service is likewise used 
on occasion by our personnel purely on the basis of time. 
However, most of our personnel travel by rail, with service- 
men’s routing within a closely defined sales territory done 
by car.” . . . “Our raw materials are received by railroad 
and by water. For the shipment of our finished products, 
we use motor freight. In the transportation of personnel, 
we rely mainly on automobiles, except for long journeys 
when air transportation is used in preference to rail transpor- 
tation.” . . . “We find rail service by far the most satis- 
factory, although today we have to spend more time and 
money in preparing our machines to resist the weather when 
loaded on flat or gondola cars because of the shortage of 
box cars. Our chief difficulty in shipping by truck is the 
greater danger of breakage and the long time most of the 
trucking companies take to pay claims for damage. We do 
ship repair parts by air as these are comparatively light in 
weight and require quick delivery.” . . . “Highway truck- 
ing has been advantageous for use in the case of shipments 
within a radius of 300 miles. We also use air mail for some 
repair parts, and air express for many, as the added cost is 
insignificant where the repair part is holding up production. 


Industrial Machinery—General: 
Trucks 


Increased Use of 


“Most of the companies from which we purchase mate- 
rials are located within a radius of 150 miles of our plant, 
and none of our purchases amounts to carload lots. As a 
result, delivery by truck is much quicker, shipments are 
more easily traced, there is less chance of damage from 
reloading at transfer points, and the cost is practically the 
same. About 60% of our finished products are shipped rail 
freight. Where destinations are within 150 miles of our 
plant, the goods are shipped by truck.” . . . “Because the 
large majority of the products we receive are bulky or 
heavy loading items and because of the size and weight of 
our outbound tonnage, we are generally limited to the use 
of rail transportation. During the war we began to use 
truck transportation to a somewhat greater extent. In the 
movement of personnel this is generally decided by the 
preference of the persons involved and by the time ayail- 
able for the trip.” . . . “We are shipping a far higher ratio 
of our products by truck than we did a few years ago. The 
reason for this is that l.cl. freight shipments by railroad 
have been so very slow. In regard to the transportation of 
personnel, we have not yet returned to using air transporta- 
tion as much as we once did because it was impossible to 
be sure of obtaining space for so long a time that today it 


is still a second thought. There have also been a very large 
number of crashes during the last few months.” . . . “For 
short distances within a radius of 300 miles we frequently 
use truck service because it is quicker and more flexible. We 
also make many shipments by express and we use air freight 
and air express for many coastwise shipments. Our raw 
materials travel from 300 to 500 miles and are generally 
shipped to us by carload railroad freight. L.c.l. lots come 
by freight or truck. As a rule, our people prefer to work 
during the day and travel at night, so rail transportation is 
generally used. However, there are numerous occasions 
when time can be saved by air travel.” . . . “The method 
of shipment of our finished product is always dictated by 
our customers, and in many cases air express has been 
ordered. Incoming shipments of steel continue to be by 
freight, with some emergency shipments by trucks; other 
incoming materials are by freight, truck or express. ._We 
have greatly extended the service given by our warehouses. 
so that all purchases by distributors are now made from 
them. This has resulted in much quicker deliveries to dis- 
tributors and much less paper work here.” . . . “The rail- 
roads continue to be the main handlers of both our incom- 
ing and outgoing shipments. We use trucks where reliability 
of shipment is not too important. In rare instances we use 
air express to foreign countries.” . . . “At least 95% of 
our shipments are by railroad freight. The balance are by 
express or, in emergencies, air express. Most of our mate- 
rials come by truck, although at times we receive carloads 
of castings by railroad freight.” 


Railroad Equipment: Matter of Reciprocity 


“Our principal business is with the railroads, so as a 
matter of reciprocity we specify the delivery of our pur- 
chased materials to be made by rail.” . . . “We naturally 
use rail transportation to the greatest extent possible, and 
only in emergencies do we request shipments to be made to 
us in any other way.” . . . “As we are in the railroad sup- 
ply business, everything that we can possibly ship by rail is 
shipped that way. Some local shipments necessarily must 
be made by truck. Our personnel also uses rail regularly, 
although, occasionally, when time is limited we find it nec- 
essary to use the air, and for out-of-the-way points the 
highways.” . . “The use of highway transportation is 
confined to short hauls within the immediate vicinity of 
our plant generally, and air transportation is used only in 
the case of an emergency. We have also found rail trans- 
portation the most economical and practical for transporta- 
tion of personnel.” . . . “We would find it quite impracti- 
cal to employ any other means of shipping than railroads as 
our plant is not convenient to water transportation nor are 
the shops of the majority of our customers. Shipments of 
our hydraulic products are often made by railway express, 
and at times by air express when very prompt delivery is 
required. Shipping by motor truck in many cases was highly 
unsatisfactory owing principally to lack of organization at 
transfer points. Our personnel usually travels by rail, al- 
though they are at liberty to make use of the air lines.” 


OTHER MANUFACTURES 
Chemicals: Packaging Studied 


“We use railroad freight exclusively for the bulkier goods. 
However, for lighter goods and for package goods, trucks 
are economical and, of course, save the trucking that would 
be required in any event from the railroad to the warehouse. 
We now utilize trucks with aluminum bodies which provide 
a much larger pay load. We also find that diesel engines are 
much safer for the transportation of hazardous materials. 
We have found, in many instances, that we could substi- 
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tute fiber packages for wooden and steel containers; it is 
even possible to use fiber containers for semiliquids. Since 
fiberboard containers are lighter than either wooden or steel 
containers, a considerable degree of freight saving results. 
In order to provide transportation for our executives where 
haste is required, we now have our own airplanes. In addi- 
tion, more of our employees travel by airplane today than 
they did prior to the war.” . . . “Rail carriers generally 
have lower rates than the motor carriers. Also, distribution 
by motor carriers at the present time is becoming more 
difficult as these carriers are very choosy in the freight 
they carry and also the points they will serve. They are 
showing preference to the higher-classified freight, paying 
higher revenue.” . “Rail movements in and out of our 
plant constitute about 90% of our over-all tonnage move- 
ments. We use truck transportation for products we move 
in a 100-mile radius. I do not think that there is much 
possibility of a return to coastwise shipping, such as we 
used prior to the war, that will be competitively advantage- 
ous compared with rail. We expect to convert a portion of 
our rail shipments of finished products to palletized han- 
dling, but this will not be done until expendable low-cost 
pallets are available. Our slack cooperage barrel packing 
has been replaced with fiber drum packing of our dry chem- 
icals because of the higher cost of slack cooperage barrels.” 

“Emergencies may arise when air shipment is demanded, 
or the higher costs of air transportation will result in 
sreater profits when specific markets have to be reached. 
In figuring transportation costs, packaging must not be 
overlooked. While the original cost of a cheaply con- 
structed shipping container is less, it may result in higher 
costs owing to shipments damaged in transit. We use the 
railroads for long-distance hauling and trucks for short dis- 
tances. On small shipments we use express or parcel post, 
whichever is cheaper. Now that coastal and intercoastal 
steamers are again coming into the picture, we will use 
their services as they are cheaper than rails when expedited 
movement is not essential. In the transportation of per- 
sonnel, we use both rail and air. If no specific time of 
arrival is necessary, the use of air travel results in the 
saving of much valuable time and expense.” . . . “Car- 
loads generally move by rail in excellent time. Before the 
war, we used coastwise boats. However, shipping labor 
costs have advanced to such an extent that coastwise ship- 
ping can hardly be resumed. Speed of delivery is particu- 
larly important in industries where shipments are made in 
expensive containers that are returned for refilling. The 
shorter the time these containers are in transit, the fewer 
necessary to handle a given volume of business.” . . . “We 
will undoubtedly favor water transportation on material 
where the freight factor is rather an important item and 
where large tonnages are handled at a low margin of profit. 
Rail and express will have to be used for a part of our 
transportation of incoming materials. The use of trucks 
seems to be increasing pretty generally, and we use this 
method for distributing the goods we sell throughout our 
state and in some cases for bringing materials in from quite 
distant points. Air express will only be used on those items 
where the high unit cost permits the heavy transportation 
expense and where time is a very important consideration. 
In regard to personnel, we have used air in emergency cases 
where time was essential, but this is not a general practice.” 

“Many of our customers are in lines of business where 
quick turnover is essential, and, because of their quicker 
delivery, trucks are preferred.” “Highway truck 
transportation is still our preferred method for points which 
ean be reached properly thereby, with railroad freight pre- 
ferred for most points to which there can be full carload 
shipments. We did use air freight during the war for some 
emergency deliveries and found it satisfactory. In peace- 


time, however, it would only be used for emergency pur- 


- poses.” . . . “Our principal product is shipped to us in bulk 


by rail and steamer.” . . . “Our experience with highway 
transportation has been that a radius of approximately 
three hundred miles is the extent to which efficient serv- 
ice is regularly rendered. On rail shipments we have loaded 
our cars as much as safe loading warrants. In line with our 
plans, we will undoubtedly make increased use of public 
warehouses in several parts of the country.” . “With 
regard to our eastern plants we move our goods by truck 
where we desire faster delivery than is possible by rail ship- 
ments. For movements between our East coast and West 
coast plants we normally use coastwise shipping because of 
economy, except in the case of certain bulk fatty oil ship- 
ments which move by tank car. Most of our sales managers 
and some of our other top executives travel by air regu- 
larly.” . . . “We have been using long-distance trucking 
to a greater extent than normally. Generally, both our raw 
materials and finished products are moved in railroad car- 
load lots. A large portion of our product is shipped in paper 
bags and our experience with these in l.cl. rail shipments 
has been poor.” 


Food Products: Depend Almost Entirely on Rail 


“We depend almost entirely on rail transportation. Water 
transportation would be used to a greater extent if it were 
not for the difficulty of obtaining reasonable joint water and 
rail rates. Trucks are used to a very limited extent and 
only for short-distance hauling. The greater part of the 
movement of personnel is done by automobile. Rail trans- 
portation is used, where long distances are traveled, and air 
travel where time saving is essential.” . . . “All our exist- 
ing facilities for handling our principal materials are built 
around rail transportation, and most of the distributors to 
whom we ship are located on railroad sidings. Our field 
representatives own and operate their own automobiles, and 
they are reimbursed by the company for their operating 
expenses plus standard allowances toward replacement costs. 
Our executive and administrative personnel travels princi- 
pally by rail and personally owned automobiles. Some use 
is made of commercial air lines.” . “Rail transportation 
for our product is preferable because it is much easier and 
costs less to load. However, in recent months we have had 
to ship much of our product by truck because railroad cars 
were not available. Many of our men are not using air 
transportation as much as they did formerly, quite appar- 
ently because of the many accidents.” . “For longer 
distances, rail transportation is the only feasible method. 
For short hauls, and where more than one rail line is re- 
quired, trucks have the advantages of flexibility and quicker 
delivery. We have found, because of increased costs, par- 
ticularly labor, that rail transportation to some points is 
cheaper than truck, and we are making increased rail de- 
liveries to points that were served by truck for a good 
many years.” . “We have always used rail transporta- 
tion for our finished products, but owing to the situation 
during the past several months, we are turning to motor 
carriers particularly for short hauls. Up to about one year 
ago, we refused to permit our personnel to travel by plane. 
Now we do not discourage the use of plane transportation.” 

. . “In general, trucking companies take short hauls of 
300 ig 350 miles, and beyond that it is at times possible 
to make use of consolidated carloading companies. In other 
instances, there is no alternative but to make use of ordi- 
nary rail transportation.” . “Our retail milk distribu- 
tion system is largely based on automobile transportation. 
Railway transportation is generally resorted to for our dry 
products over long hauls in volume; local distribution to 
retail outlets is largely by motor. Air is practically never 
used, because of bulk and cost factors. Water is rarely 
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resorted to because of the time element and the perishabil- 
ity of our products. Our executive personnel is quite com- 
mitted to individual transportation by air because of speed 
and convenience.” . . “About 90% of our inbound ton- 
nage moves in straight carloads. About 10% of our in- 
bound tonnage and a large portion of our outbound ton- 
nage moves in l.c.]. lots; on this traffic we find trucks to be 
greatly superior in service to railroads. The merchandise is 
handled less often when shipped by truck and does not take 
the bumps it must absorb when freight cars are bumped 
through switching yards:” 


Paper and Products: Better Delivery Time by Trucks 


“We have shifted somewhat from rail to highway trans- 
portation because the latter, although more expensive, is 
much faster under present conditions. Intercoastal water 
service is good but coastwise service is slow in returning 
to normal. We use air freight for emergencies and have 
found it successful when so used. As to movement of per- 
sonnel, short-distance travel and salesmen’s route coverage 
are now almost entirely by automobile; intermediate dis- 
tances are by train; and long-distance travel is by air.” 

“The developments in highway transportation have in- 
creased our shipping service and have been the hub about 
which our deliveries are centered although we do use exten- 
sive rail shipments as well.” . . . “Practically all our raw 
materials are brought in by rail. There has been a ten- 
dency to increase the amount of finished product moved 
by motor truck owing largely to the time factor. Our per- 
sonnel uses rail exclusively.” . . . “The bulk of our incom- 
ing raw materials are received in straight freight carload 
shipments. Miscellaneous chemicals in smaller quantities 
are shipped l.c.l. from distant points and by truck from 
nearer points. Our outgoing shipments are divided almost 
equally between rail and truck. Truck shipments are used 
within a 250-mile radius because of their materially better 
delivery time. Shipments to distant points are made almost 
entirely by rail car.” . . . “For the transportation of goods. 
motor transportation is more satisfactory for certain areas 
as far as time is concerned. Where time is not a factor, rail 
transportation will serve the same purpose and charges are 
approximately 12% lower. On other shipments, water trans: 
portation has more advantages to offer in lower freight rates 
and time in transit. We have only employed air transporta 
tion in isolated cases; normally we cannot afford to absorb 
air charges. For the transportation of personnel, air offers 
the most advantageous means along the eastern seaboard 
and to points beyond the Mississippi and the western terri- 
tory.” . . . “We use the railroads for traveling and ship- 
ping, although we use trucks for short hauls or overnight 
shipments to many points in an area of 300 miles.” . . . 
“Since the end of the war, we have been able to obtain 
improved motor trucks with greater carrying power which 
has extended the zone from which pulpwood is moved to 
our plant by highway. Nevertheless, the bulk of our re- 
quirement continues to move by rail. Rail routes are more 
costly than the water service we used prior to the war, but 
they are also more efficient, reliable, and safe. When coast- 
wise water transportation is resumed, it must increase the 
efficiency which it previously offered as well as provide 
substantial economies if it is to be accorded the tonnage it 
handled prior to the war. We use air express only in ex- 
tremely urgent situations. Air and rail transportation are 
used for the movement of personnel, with the rail lines re- 
ceiving the greater share. Air lines have been used success- 
fully to meet requirements of speed and urgency, and have 
proved superior in some cases where rail schedules have 
been inadequate.” . . . “We inaugurated a pool car method 
of shipping some time ago. Water transportation is not 


being used but will have an important part later on. Large 
inventories will be necessary, of course, when such service 
is used. Highway service is employed principally where the 
distance of haul does not exceed 200 miles. Some use is 
being made of airplanes for the movement of personnel. 
There is much dissatisfaction with air service because of the 
time consumed in going to and from airports as well as be- 
cause of cancellations of flights owing to weather condi- 
tions.” “Transportation of incoming and outgoing 
materials and products will follow our prewar pattern very 
closely. The bulk of our transportation will be by rail, 
an appreciable amount to near-by points by truck, and 
West coast shipments by boat. Personnel travel will be by 
rail and air, with the air lines getting a larger percentage 
of the traffic when their service becomes more reliable.” 

“For carload shipments, the most desirable form is rail 
transportation; for some by-products or related articles, 
in small shipments, trucks are used. Use of pulpwood rack 
cars reduces the cost of loading and unloading about 50%, 
expedites the movement and more efficiently utilizes labor. 
One of the most beneficial improvements in internal trans- 
portation is the mechanization of various operations.” . . 
“During the war we crushed our rolls in order to get more 
rolls in a smaller carton, thereby saving boxboard. Since 
the end of the war, however, we have returned ‘to our for- 
mer method of packing because of the complaints of our 
customers. We are, however, still packing our product in 
kraft bags rather than cartons.” 


Textiles: Rail Shipping More Orderly 


“Use of rail permits more orderly shipping at our plants 
than truck shipments because we have trucks coming in at 
odd hours and it is much less convenient to service them 
at these odd hours. One or two customers have shipped 
goods from our plant destined for Europe by helicopter to 
a boat in New York. This was entirely for display pur- 
poses.” . . . “Shipments prior to the war were routed by 
truck for many near-by points because of the quick service 
which that form of service offered, but the great bulk of the 
traffic was handled by rail. Our peacetime packaging poli- 
cies have also survived. Air transportation is a very minor 
factor in the movement of merchandise as our product is 
too heavy.” . . . “We use rail, highway, water and air in 
about the order stated except that we make very little use 
of air. Speed is rarely more important than cost.” . , 
“Our raw materials are delivered to us by motor carrier 
and our manufactured product is shipped f.o.b. our mill by 
motor carrier selected by the purchaser. We look forward 
to the expansion of air travel and the development of heli- 
copters which promise greater ease in traveling between 
plants which are not now too well connected by rail facili- 
ties.” . . . “Railroad service is still inadequate in many 
cases; the differential between railroad and truck transpor- 
tation costs has increased; and the use of trucks provides 
better service in making deliveries to a number of our cus- 
tomers because it makes direct delivery possible to plants 
which have no railroad sidings.” . . “Shipments of our 
raw materials and manufactured products by all-rail and 
rail-and-water service have been by far the most efficient, 
the most economical and the most satisfying. Our manu- 
factured products move essentially in carload quantities and 
on a basis of rates which under ordinary conditions is not 
attractive to truckage service.” . . . “Previously we trans- 
ferred imported raw materials from ocean-going vessels to 
rail; now we shall transfer to inland waterways. While 
water takes a day or so longer, there is a very worth-while 
saving in cost. Some of our executives are using air rather 
than rail transportation and are finding it quite satisfactory, 
especially for longer journeys such as to the Pacifie coast.” 
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